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JANUARY 1952 ECONOMIC REPORT OF THE PRESIDENT

WEDNESDAY, JANUARY 23, 1952

(This hearing was held in executive session of the committee, but is made a
part of the printed record by mutual consent.)

ConNGrESs OF THE UNITED STATES,
JoinT ComMITTEE OoN THE Economic REporT,
Washington, D. C.

The joint committee met, pursuant to call, at 10: 15 a. m., in room

924, Senate Office Building, Senator Joseph o O’Mahoney (cha,lrman)
residin

P Preseli Senators O’Mahoney (chairman) and FlanderS' Repre-

sentatives Patman and McKinnon.

Also present: Grover W. Ensley, staff director; John W. Lehman
clerk, and staff members of the Joint Committee and the Council of
Economic Advisers.

The Cuarmyman. The committee will please come to order. .

- This session of the Joint Committee on the Economic Report is
called in accordance with the provisions of the Employment Act of
1946 to review the President’s Economic Report.

The Chair will insert in the record at this point a memorandum
which was directed to each member of the committee with respect to
the nature and plan of the hearing.

(The memorandum dated January 16, 1952, is as follows:)

CONGRESS OF THE UNITED STATES—JOINT COMMITTEE ON THE EcoNoMIiC REPORT
MEMORANDUM

January 16, 1952.

To : Members of the Joint Committee on the Economic Report.
From: Joseph C. O’'Mahoney, chairman.
Subject: Plan for committee hearings on the President’s Economic Report.

The President has transmitted his Economic Report to the Congress and this
report has been referred to the Joint Economic Committee. As all members of
the Joint Economic Committee are aware, the Employment Act of 1946 directs
the committee “as a guide to the several committees of the Congress * * *
not later than March 1 of each year * * * to file a report with the Senate
and the House of Representatives containing its findings and recommendations
with respect to each of the main recommendations made by the President in the
Economic Report * * *”

In accordance with customary procedure the commlttee, preliminary to the
preparation of its report, will seek to broaden the basis for its report by obtaining
additional facts and analyses bearing on the materials contained in the Presi-
dent’s Economic Report from the three following sources: (1) executive and open
hearings with the heads of appropriate executive agencies of the Federal
Government; (2) round-table sessions with non-Government technicians; and
(3) questionnaire returns from representatives of the leading economic
interest groups.

1



2 JANUARY 1952 ECONOMIC REPORT OF THE PRESIDENT

The transeript of these committee sessions, together with the comments from
economic interest groups, should be available before February 6 so that the
committee may proceed with preparation of its report which according to
statute is to be filed on or before March 1, 1952.

The subcommittee on General Credit Control and Debt Management of the
Joint Economic Committee is making an intensive study of monetary policy.
- The subcommittee’s chairman, Wright Patman, of Texas, is publishing a com-
‘pendium of materials on this subject and has announced that the subcommittee’s

hearings will begin about March 1. The subcommittee will be reporting to the
full committee before Congress adjourns this summer. The full committee,
therefore, in considering the President’s Economic Report, will not call w1tnesses
to discuss the monetary problem,

SOBEDULE OF HEARINGS ON THE PRESIDENT'S BCONOMIC REPORT AND AGENDA FOR
PANEL DISCUSSIONS

Wednesday, J anuary 23, executive session, room 224, Senate Office Building:
10 a. m.: Leon Keyserlmg, Chalrman
. John D. Clark
Roy Blough
Council of Economic Advisers, Executive Office of the Presi-
‘dent
Thursday, January 24, executive session, room 224, Senate Office Building:
10 a.m.: Frederick J. Lawton, Director, Bureau of the Budget
Friday, J anuary 25, open to the public, room 362, Old House Office Building:
10a. m.: Roger L. Putnam, Admmlstrabor, Economic Stabilization Agency
Saturday, J anuary 26:
- 10 a. m.: Charles E. Wilson, Director Office of Defense Mobilization
Monday, J anuary 28, open to the public, room 362, Old House Office Building
10 a. m.: Michael V. DiSalle, Director, Office of Price Stabilization
Nathan Femsmger, Chairman, Wage Stabilization Board
_-Wednesday, January 30, open to the public, room G-16, Senate wing, Capitol:
10 a. m.: Panel discussion on the nature and magnitude of the problem of
mobilization and economic stabilization:
Participants:

Thomas Blaisdell, University of California

Roy F. Foulke, Dun & Bradstreet

Martin Gainsbrugh, National Industrial Conference Board

Edwin G. Nourse, consultant economist, Washington, D. C.

Boris Shishkin, American Federation of Labor

Caroline F. Ware, chairman, Consumers Clearing House, Wash-

ington, D. C.
Donald Woodward, Mutual Life Insurance Co. of New York
Suggested topics for discusion:

1. What are the general economic implications, short-run and long-
run of a “gradual” versus a “quick” military build-up?

2. What is the outlook, short-run and long-run, for production—
manpower utilization, hours of work, and productivity? What
is the outlook for demand for this output—Government, for-
eign, business investment, and consumer? ‘What are the re-
sulting inflationary and defllationary forces?

3. What are some of the regional and special industry problems?

. . . 4. Can the economy support and maintain, over the long run, an
: armed force of the size contemplated?

5. What will be the impact of the mutual security program and
other foreign assistance programs on our domestic economy?
What consideration should the Congress give to the impact
of the defense program on the economies of other free nations?

6. In general what should be the role of Government economic pol-

. icy—fiscal, monetary, and regulatory—in light of the nature
- - and magnitude of the mobilization and stabilization problem?
Thursday, January 31, open to the public, G-16, Senate wing, Capitol:

. 10 a. m. : Panel discussion on Federal fiscal policy :
Participants:
Alfred G. Buehler, University of Pennsylvania
H. Van B. Cleveland, Committee for Economic Development
* Milton Friedman, University of Chicago
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Walter W. Heller, University of Minnesota

John P, Miller, Yale University

Richard Musgrave, University of Michigan

Carl 8. Shoup, Columbia University

Arthur Smithies, Harvard University

Suggested topics for discussion:

1. What is the outlook, short-run and long-run, for Federal expend-
itures, receipts (present tax legislation), and balanced
budgets? What would be the economic results of substantial
deficit financing?

2. Specifically, what can be done to increase the efficiency and
economy of the Federal Government: (¢) in the defense area;
and (b) in the other areas? What programs should be cut
back? How important is our foreign-aid program from a
fiscal standpoint?

3. Should taxes be increased to achieve a balanced budget? What
taxes? What are the practical limits to increasing taxes
under present conditions? What about Colin Clark’s 25 per-
cent of national income rule?

Friday, February 1, open to public, G-16, Senate wing, Capitol :
10 a. m.: Panel discussion on Federal direct controls:
Participants:

Jules Backman, New York University

Kenneth Galbraith, Harvard University :

Griffith Johnson, Motion Picture Association of America, Inc.

Richard Lester, Princeton University

Edward Mason, Harvard University

Lloyd B. Reynolds, Yale University

Stanley Ruttenberg, Congress of Industrial Organizations

.Suggested topics for discussion:

1. What is happening to the structure of American business as a

result of the current mobilization and stabilization program?

- 2. Do we have the human and material resources to support and
maintain, over the long-run, an armed force of the size con-
templated?

3. What is the outlook, short-run and long-run, for Federal direct
controls—price, wage, and materials allocation? How are
these controls working today? What controls are required,
under present conditions, to halt the “inflationary wage-price
spiral”’? Will wage increases result in price increases?
Should the Defense Production Act be extended and amended?

The Cuamman. We have this morning béfore us the members of
the Council of Economic Advisers whose printed economic review is
available to the committee in the document which also included the
President’s Economic Report. '

May I ask how many copies of this were printed ¢

Mr. KexserLinG. There were 15,000 copies printed for sale by the
Superintendent of Documents, Government Printing Office, and 9,000
for distribution by the Council.

The CmairmaN. I am advised that the report is automatically
printed as a House document and is available from the Government
Printing Office for all persons who care to purchase a copy.

Mr. KevseruiNg. We have greatly reduced our distribution by
shifting to the interested parties an even larger share of the respon-
sibility for buying than before. To take one example, in the past.
we had distributed a couple of hundred copies to members of the
Business-Advisory Council, which services the Department of Com-
merce and in part meets with us. This year we arranged to have
them buy in bulk from the Government Printing Office. We do
have to make a substantial distribution because it contains the Presi-
dent’s Economic Report, and its distribution to the press alone on
the day of issuance runs into several thousands.
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The CuamrMaN. Now may I say, in opening the session, that the
economic aspects of war and preparation for war seem to be growing
in importance. War now is an industrial effort as well as a military
effort more than it ever was at any time in history, so that the impact
falls upon those who are on the home front as well as those who may go
to any fighting front. :

Inflation seems to be an inseparable factor from military efforts,
particularly from military preparation.

There have been available to this committee reports from abroad
indicating that military expenditures in Western Europe are having
an inflationary effect there.

Of course, the struggle at home here is in part, at least, affected
by the effort that the Congress must make to prevent inflation, so
that the cost of living and the cost of defense will not get out of .
hand. '

The problem, therefore, seems to be what will this Congress do to
. preserve a sound economy, since the President’s report on the budget
clearly indicates that expenditures during the next fiscal year, upon
the basis envisaged in the budget, will produce a deficit of almost
$15,000,000,000. ~ Such a deficit is clearly very different from the
deficits that were incurred when the national debt was so much lower
than it is now. Although the economy is growing, and that is a fact
in which we can all take a great deal of satisfaction, it still remains
a primary problem in the public mind as to how much we should
spend, not only for defense but for the normal activities of Gov-
ernment. .

The committee felt that it was only proper that the Council of
Economic Advisers should initiate the hearing by stating to the com-
mittee in summary fashion the reasoning upon which the economic
review is based and the policies which it felt ought to be carried out
to preserve the American economy during this very critical situation.

Dr. Keyserling, you have the floor.

STATEMENT OF LEON H. KEYSERLING, CHAIRMAN, COUNCIL OF
ECONOMIC ADVISERS, EXECUTIVE OFFICE OF THE PRESIDENT

Mr. Kryseruang. Mr. Chairman and members of the committee, I
have no written statement. What I have to say will follow in logic
and organization the structure of the published material which begins
with a description of the real economy in operation, what is happen-
ing to its resources, how they are being used under the impact of the -
defense program, and then moves on to some more specialized
problems. ‘

Our arangement, as we indicated in our communication to the chair-
man, is that I shall attempt to set forth the underlying factors in a
general way; that my colleague, Mr. Blough, will discuss the aspects
of fiscal policy which the chairman has identified as being of such
great importance, and then Mr. Clark will discuss the general outlook
for inflation, the complex of policies to deal with it aside from fiscal
policy and, I believe, will want to make some remarks about the
longer run-out look.
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One of the things that you gentlemen may have noticed in many
discusssions of economic problems, particularly by working econ-
omists, is that they sometimes start with one aspect of the economy,
such as what is happening to prices, or what is happening to inflation,
or what is happening to the Federal budget, and then try to trace
back from that to the effect—past, present, or assumed—upon the
economy. Yet, they all admit that, in the final analysis, they are
interested in those segmental problems in terms of how, why, and
to what extent they affect the whole economy. How does taxation
affect production? How does inflation affect the distribution of
resources ?

From the point of view of production, and from the point of view
_of equity, how does a defense program in the final analysis affect the
rest of the econoniy, whether the ability of people to consume and
remain contended or the ability of business to get the materials and
the manpower that it needs for building up that productive strength
which, of course, is the ultimate reliance of the whole economy. -

Approaching 1t in this way, I start here with a chart which shows
what I call, for lack of a better term, the real economy, the picture of
how our economy has changed and is in process of changing under
the impact of the defense program.’

- And for this purpose the economy might be visualized as a triangle
which usually has three sides, although the chart is not in the form
of a triangle, and these three sides are the following:

How much of our resources are being taken by the security pro-
gram, measuring it in dollars as against our total output. And by
the security program in this context we mean the whole securit
program, the American defense build-up, aid to other nations, bot
economic and military, atomic energy, stockpiling, and so forth. And,
obviously, this is a noneconomic undertaking. %\Tobody claims that a
security program in the main upbilds our resources or adds to our
strength. It is a drain upon our strength, undertaken for other
reasons. , )

The second side of the triangle is how much of our resources are
going into the build-up of productive strength. And the simplest
measurement of that, although not a completely accurate one, is busi-
ness investment. It becomes more accurate when you divide it into
segments or components. How much of our resources of materials
and manpower and output are going into building plant, in building
. tools and sharpening tools in the factory and on the farm, which in-
cludes fertilizer as well as tools, raw materials as well as finished
products? And this, of course, is in one sense the most important
part of the triangle, because in the final analysis this is the side which
services the other two sides. Both the defense program and the
civilian enjoyment side of the triangle are serviced from our produc-
tive strength. :

. The third side of the triangle, as T have just now réferred to it,
- represents ultimate consumer supplies and enjoyments and necessities.
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This chart undertakes to show what is happening to the economy
in terms of these three purposes. The expression is all in terms of a
uniform price level. Any price level could be taken for that purpose.
We have taken 1951 prices. This is to show not what has happened
to the dollar value of the product, but what has happened to the actual

roduct.
p. The black parts at the bottom of the bars are the Government pur-
chases of goods and services—Federal, State, and local. Of course,
the bulk of that, as I shall show shortly, are security outlays. )

The white part of the bars is the second side of the triangle, business
investment, gross private domestic investment. And I will give some-
thing of a breakdown on that in a little bit. .

And the third part of the bar, the top part, is personal consumption
expenditures, which is the exact reflection of what 155 million con-
sumers more or less are getting by way of goods and services. I have
carried this back to 1939.

The CHAIRMAN. Are getting or expending?

Mr. Keyseruing. Well, the expenditure 1s the measure of getting,
because these are shown at a uniform price level; in other words, if
this shows that they are spending so many billion dollars more than
in 1939, Senator, it is not in terms of a different price level—it is
adjusted for the changes in prices. . ‘

The Cuamryax. In other words, do I understand that the top part
of the bar indicates not only the dollars which are expended, but the
commodities which are received in return therefor?

Mr. Kevseruing. Yes, sir.  In other words, this part is bigger than
this one. It does not mean that the prices are higher. It means that
there are more goods flowing to the civilian economy. There is an
adjustment for changes in prices. The simplest illustration of this
is that the total national product in 1939 is shown at $179 billion.
That is in 1951 prices.

In 1939 prices, it was lower by the amount that there has been a
.price change since then. ' ’

The Crarrman. So that this chart is prepared to eliminate the so-
called fall in the value of the dollar? .

Mr. Keyseruing. Yes, sir.

The CrARMAN. And show the exact comparison between 1939 and
now in terms of 1951 dollars?

Mr. KeyseruInGg. Yes, sir. ,

The CrAarMAN. You could have done the same thing in terms of
1939 dollars?

Mr. KevserLing. Yes.

The Cuamrman. And the proportions would have been the same?

Mr. KeyserriNg. The proportions would be the same. It is not
exact, because there are, of course, technical difficulties in translatin
dollars into goods at different price levels, but substantially I thi
it. shows what I do regard as the most important central aspect of
the economy, what it is actually producing, and what is actually
happening to the things that it produces in terms of how the three
sides of the triangle fit together into the whole picture.

The only current interest of the 1939 and 1944 comparison is to
show that in 1944 there was an enormous increase in the black bar,
representing public outlays and, of course, they were almost entirely
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national defense. In 1951 prices, public outlays were $151 billion
in 1944. And it is perfectly obvious, since this black bar in 1944 is
so near the total size of the 1939 bar, that the main way by which
in 1944 we maintained a necessary level of business investment and
a very ample level of civilian supplies was by increasing the total
length of the bar, in other words, increasing total production. And
it was an observed phenomenon of World War II that, despite the
diversion of enormous. resources to the fighting of the war, there
was an expansion of real output to the point where in 1944, although
the distribution was somewhat different, the general level of civilian
-supply was, allowing for population change and stating it moderately,
about as good as in 1939 though we were carrying an enormously
‘heavier defense burden.

- Another interesting thing in this connection, and I do not want to
carry it too far because of limitations of time, and it will be dealt
with more extensively by Mr. Clark, broadly speaking in the years
between 1944 and 1950 the increased productivity capacity created
‘during World War II was reabsorbed in domestic uses and not left
‘languishing or idle. So that by 1950, the last year before the impact
of the Korean outbreak, the total output was, approximately, the
same as in the war year 1944, but with an enormously different com-
position. The black part, Government having swung way down, from
here to here, the white part, business investment, having greatly risen,
:and the top part, personal consumption, of course, having risen, so
that even on a per capita basis the availability of civilian supplies
was greater.

The CuARMAN. As I look at that chart, the second column, which
‘is for the year 1944, it would indicate that the Government at that
"time was expending practically 50 percent of the total.

Mr. KeyserLING. Just about that, $150 billion out of $320 billion,

that is, Government—Federal, State and local. Most of it was Fed-
-eral. :

The Crairyan. That business expenditures were very slight, per-
-centagewise.

Mr. KEYSERLING. Yes, sir.

The Caarryan. And that consumer expenditures, ordinary indi-
.vidual expenditures, were practically the same as Government ex-
penditures? . .

Mzr. Kevseruing. Just about. :

The CuairmaN. How do you éompute the amount of business
expenditures—what factors go into that?

Mr. Keyseruixe. I have a chart which shows gross private domes-
‘tic investment in more detail. It shows the level of private business
investment in construction, in residential construction, in tools, plant,
“and equipment. There is a breakdown in appendix table B-3 of the
.Economic Report which shows the exact composition of gross private
domestic investment. It is the total investment of the business com-
‘munity, in 1951 prices on an annual basis, in plant expansion, in
inventory accumulation, and in the building and improvement of tools

and equipment, and in other construction, all of the things that it
consumes for the purpose of ultimately producing goods for others
to consume. -

The Cramnax: If T can judge the length of these columns from
this distance I would come to the conclusion that while ordinary con-
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sumer or individual expenditures in 1952 are less, percentagewise,
than they were in 1947, they are actually in dollar value greater than
they were in 1947. )

" Mr. Keyseruine. In goods value greater; yes, sir. The reason for
the very small size of the business investment bar during World War
11, although there were enormous expansion programs, 1s that during
World War IT for a variety of reasons most of those expansion pro-
grams were financed by Government and, therefore, enter into the
black bar. And the plant and capacity which was added and built
was mostly disposed of to industry after the war.

The CHarryaN. Then do I understand that the white bar on the
first chart represents only investment?

Mr. Keyseruina. Private outlays. In other words, if the plant
was built by the Government and financed by the Government, as
many were during World War II, it would enter into the black bar.

The Cmarkaan. It does not include expenditures privately made
for labor, or does it ?

Mr. Keyvseruine. It includes the labor cost factor in the private
outlays of an investment character. :

The main point- I want to discuss in connection with these later
bars is this, that the essence of the mobilization effort is to try to
find what balance among these three bars, in other words, among the
part of our resources devoted to the security build-up, the part
devoted to the industrial or productive build-up, and the part devoted
to consumption, will give us the greatest strength in the long run in

+ the face of a situation which is uncertain, in the sense that World War
1T situation was certain. Then, while we could not know for sure
who would win, we knew the die was cast. The philosophy of the
effort now is to try to undertake a vigorous and substantial security
-build-up, but at the same time maintain a high enough level of civilian
supplies, not only to satisfy the necessities of life, and even they are-
in part subjective, because what we regard as the necessities of life,
people in China or even in Great Britain would regard as fantastic
luxuries—but also to sustain a level of civilian supplies which in a
free democracy under current conditions will keep the people feeling
that there is hope as well as life, and that they are not being so sharply
cut back by a defense program as.to undermine support for that
program while the program remains necessary. ‘

You might call that a political consideration. I do not care much
what you callit. Itisa factor in the life of our economy under current
conditions. : ,

Moreover, the purpose is to keep a very high level of business invest-
ment, because in the long run since production is the ultimate source
of all wealth and all economic strength. We must keep building the
essential parts of the industrial mobilization base as it is sometimes
called, so that if the defense burden. does last for a long time it can
be supported with relatively less strain on other parts of the economy,
whether measured by resource strain, or by the taxes that reflect that
strain if they are enacted, or whether measured by pressure upon
supplies which translate themselvesinto inflation. The strain becomes
less as the productive power of the economy increases. _

Of course, I cannot here talk either to validate or invalidate the
size of these black bars in the later years, because the Council has taken
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the position that we cannot possibly be expert in what the size of the
primary security program should be from the viewpoint of national
Erotection. We have views on it as citizens, everybody does. We
. believe that whatever is undertaken should be undertaken as econom-

ically as possible.

We do not pose as experts or quasi-experts as to what the size of
the defense outlay should be unless it should reach the point where
we felt that it could be demonstrated that it was impoverishing the
other two sides of the triangle to the degree that it weakened our
general economic strength,

Looking candidly at the depiction of what actually has happened
in the economy, we have not yet been prepared to say that a program
of the current or projected size has reached that point of danger. It
is burdensome, it involves cut-backs and hardships; it raises difficult
financing problems, but we cannot say, at least we cannot say as of
now, that it threatens to impoverish the industrial mobilization base
or weaken it, or cut civilian supplies to an intolerable level.

. In a general way, the year 1951 showed that, due to the security
build-up, total public outlays rose from $41 billion in the first half of
1950, to $71 billion at an annual rate in the second half of 1951.

Meanwhile, the changes in the level of consumer supplies were small,
from about $20414 billion to $203 billion. Now allowing for popula-
tion growth, that represents a slight per capita decrease, but it is still
a very heavy level of consumer supplies, and that will be borne out by
current popular observation of the level of food supply, clothing, au-
tomobile supply, television supply, radio supply—all kinds of sup-
ply—in 1951. : :

As to the industrial mobilization base or the broad base of our
productive capacity which, I think, is the most important of the three
for the reasons given, although it is an intermediate step between
production and consumption, in 1951 there was a level of investment
for the year as a whole of approximately $59 billion, 63 in the first half
and 55 1n the second half. ,

This level of business investment contrasts with $48 billion in the
very high level year 1948 and, of course, is enormously higher than
in prewar years. The high significance of this will be shown a little
more clearly in a later chart, which breaks it down, and shows just
what was accomplished and is in process of accomplishing during the
course of 1951 and on into 1952 in expansion of certain basic or vital
elements in the production base such as steel, aluminum, electric’
power, transport, copper and the like.

unning on into 1952, I have here some computations which I
would like to ask permission not to have inserted in the record in
exact detail, because we do not like to make predictions of future
years, since they are problematical, but roughly speaking, we make
the best estimate we can. :

The CrAatrMAN. This is off the record.

Mr. KeyseruinG. It may go on the record. I want to get the gist
of it in the record, but not the exact figures.

The CraarrMan. All right.

Mr. KeyserLinG. Not because they are secret, but because they are
estimates.

The estimate of public outlays, of course, is based upon the projected
size of the defense program which is fairly clear, at least, for the
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next calendar year, rather independent of the exact size of the appro-
priations for the fiscal year 1953.

The computation is that the now projected defense program will
lift the level of spending or take of the economy for that purpose by
about $20 billion between the annual rate now and the annual rate
at the end of next year. .

Mr. Crark. This year.

Mr. Keyseruing. The end of this year, calendar 1952.

The estimate of business investment is based upon.current expansion
programs now under way, commitments already made, and the de-
clared investment intentions of business, which are pretty well rounded
out, at least two or three quarters ahead, by a process of accumulating
of individual business intentions. -

The estimate of consumer expenditures is somewhat more prob-
lematical, from the viewpoint of what they will actually spend as
against what they will save, and that will enter into the estimate of
the inflationary outlook which Mr. Clark is going to discuss, but these
estimates in any event are consistent with the available supplies
of consumer goods, assuming an expanding defense program and a
large investment program. ' '

What it shows in broad outline, moving on into 1952, is that there
would be, with the expanded defense program a high and rewarding
level of investment in plant and equipment, fiot so high as over this
past year, but that the decline would occur in part because of a lower
inventory investment and in part through the weeding out of the less
essential forms of investment. For example, housing, of course, is
essential in peacetime, but the estimate contemplates a considerably
lower level of residential construction, somewhere in the neighborhood
of 750,000 or 800,000 in 1952, contrasted with about 1,100,000 in
1951. It also contemplates a lower level of automobile output, mov-
ing downward toward about 4 million, as against 5.3'million in 1951,
and so forth.

But it nonetheless shows, measured against the need for the security
program, that, the economy can move ahead under this program with
good servicing to the other two sides of the triangle. Further, if total
war is prevented, by a couple of years from now (with the basic
expansion programs more or less completed, thus relieving the short-
ages of critical points of the economy, and with the defense program
leveling off at what might be called a maintenance level or even at the
now projected level) we would move again to a level of civilian sup-
plies and a level of available resources for business investment higher
than currently and, of course, a priori higher than past years.

That is the broad picture. I do not want you to think that these
other charts are going to take as much of your time as this first one.
I have concentrated on this first one because it seems to me to be
rather central to the whole course of our presentation.

The CaaRMAN. And easier for the committee to understand.

Mr. Keyserune. Well, I think that is a prime requirement. I
think it is easy to understand, because it does try to put on one
chart a whole picture of what 1s happening in the economy in real
terms.

Senator Fraxpers. May I inquire whether at any point you will
have the personal consumption expenditures on a per capita basis?

Mr. KeyseruinG. I do not have it in any of these charts, but we
have the figures and can readily make them available to vou.

94757—52——2
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Senator Franpers. I think it would be interesting to see what is
happening to the persons in that blue area.

Mr. KevserLing. Yes. The Economic Report does contain, Sen-
ator, at one point a comparison that does not go year by year, but
compares the gains in living standards since pre-World War II. That
is chart 3 on page 7. We could very easily show you what has hap-
pened over the intervening years. '

The basic point of it is that in 1951, with the security program,

“the living standard was through more ample supply of goods very
much higher than in the prewar period, and the first two bars on
that page show it on a per capita basis adjusted for price changes.

Senator Franpers. It would be interesting. however, to see what
the defense program is doing to that item.

Mr. KevserLinG. Yes, and that can readily be shown.

- The Cramman. May I ask, with respect to chart 3 in the report,
in what dollar is that computation made?

Senator Fraxpers. Based on the 1951 prices, the index?

Mr. Kevserrang. Yes. Further in answer to your question, from
this large chart with which I halve opened my discussion, although
I will supply you with the additional information, since the change
in population from year to year is not great these bars do indicate in a
way that there has not been much change in the per capita availa-
bility of supplies in 1951 contrasted with 1950. I do think that in-
flation has tended to make some nondesirable redistribution of the
availability of supplies.-

Total and per capita personal consumption ewpendilures in current and 1951
prices, 1939-51

Total personal con- | Percapita personal con-
sumption expenditures | sumption expenditures
B T v
Period (billions ~f dollars) {dolars) Population
(thousands)
Current : Current :

prices 1951 prices prices 1951 prices
67.5 129.4 516 989 130, 880
72.1 137.0 546 1,037 132,114
82.3 147.6 617 1,107 133,377
91.2 145.5 676 1,079 134, 831
102.2 149.3 748 1,002 136, 719
111.6 155.3 806 1,122 138, 390
123.1 165. 6 880 1,183 139, 934
146.9 184.1 1,039 1,302 141, 398
165. 6 188.6 1,149 1,309 144,129
177.9 | , 19L.9 1,213 1,309 146, 621
180.2 196. 6 1,203 1,318 149, 149
193.6 207.5 1,276 1,368 151, 689
204. 4 204.4 1,324 1,324 154,353

Seasonally adjusted annual rates
1950: First half ... .. ... ... 186.7 204. 4 1,235 1,352 151,132
Second half. 200. 4 210. 6 1,315 | - 1,382 152, 438
1951: FirsthaM_ ... .__..._.______ 205.0 205. 5 1,334 1,337 153, 699
Second half ! ________________ 203. 8 203. 2 1,314 1,310 | * 155, 107
1950: First quarter_.__.__________ 184.7 203.5 1,224 1,349 150, 847
Second quarter 188.7 205. 2 1,246 1,355 151, 390
Third quarter. 202.5 214.4 1,332 1,410 .152, 068
198. 4 206.9 1,299 1,354 152, 774
1951: 203. 2 209.4 1, 357 1,365 153, 396
201.7 201. 6 - 1,310 1,309 154,011
Third quarter. 202.5 203. 1 1,309 1,313 154, 724
Fourth quarter 1. __________...._____ 205.0 203.4 1,319 1,308 155, 469 .

1 Estimates based on incomplete data; fourth quarter by Council of Economic Advisers.
Source: Department of Commerce and Council of Economic Advisers.
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GAINS IN LIVING STANDARDS

l By olmost any measure, the standard of living has improved-markedly
since the pre-World War 11 period.
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The CrarmrMAN. Are there any questions with respect to this first
chart? Apparently not.
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Mr. Kevserning. This chart I shall not cover in detail because you
are having a presentation from the Budget Bureau tomorrow or the
next day. In brief, it just breaks down the black line on the first
chart, the public outlay sector, and shows what part of the total of
Federal, State, and local expenditures is involved in defense pro-
grams. And because you will go into that in detail tomorrow, I would
rather skip it if it is agreeable to the committee.

The dark part shows the %zw:o nonsecurity outlays. The lighter
part shows security outlays for the various years.
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The CEamrMaN. And Federal, State, and local are all combined
in one?

Mr. Kevseruive. They are not segregated here, because we are
looking at it from the viewpoint of the national economy, and the
relative drain upon our resources encompassed in public programs,
security programs, and private outlays.

The Cram®MAN. What year is represented by the second column?

Mr. KeysErLING. 1944,

One of the interesting things in this last bar, and I am riot saying
it argumentatively in any way, is that the lighter portion in 1951 and
1952—this is $26 billion here in the second half of 1952—happens to
be about the same as the $26.1 billion in 1939.

The Cuamyan. That is to say, the amount expended for non-
security objectives in 1952 was approximately the same as in 1939 ¢

Mr. KeyserLInNG. Yes, despite a much larger population and a much
bigger country. I am not saying that to advance the argument that
further economies could not be achieved. It is just an observation that
the growth both absolutely and relative to the size of the economy has
reflected the world burden. It does not necessarily mean that this
bar should not be still shorter, because you can say that, because of the
world burden being so much greater, you have to cut down even more
on the other part of the bar. )

This breaks down the second part of the bars on the first chart.
You remember the white part dealing with business investment. It
shows more specifically, partly responsive to the question that the
Senator asked, the precise nature of gross private domestic investment
over these various years. And it is brokeén down into residential non-
farm construction, other construction, producers’ durable equipment,
which is the heart of the mobilization base, and changes in business
inventories. .

What this shows, broadly speaking, is the line of development, con-
trasting the late forties and early fifties with the prewar period. It
shows that we may reasonably look forward in 1952 to a further con-
traction in residential construction as I had indicated, as shown by
this black part of the bar, a further contraction in other construction
and the maintenance of a very high level of outlays in durable equip-
ment, which is the heart of the mobilization base. Here the estimate
" is, roughly speaking, for the first half of 1952 at an annual rate of
$25 to $28 billion, contrasted with $27 billion and $29 billion for the
two halves of 1951, or relatively about the same.

Representative McKinwon. Do those changes in the projection on
the bgusiness inventory indicate an increase in inventories in 1951 and
19527

Mr. KevseruiNg. In 1951 or 1952.
19Re2presentative McKinxoN. At least, you are cutting down 1952 over

51¢

Mr. KevseruiNg. Very much so, as to the rate of increase.

) Rep'zresenta.tive McKinxoxn. But the size indicates an increase ; does
it not? ’

Mr. KeyseruiNG. Yes, some increase. The only negative figure is
shown in 1944. - '

I think all of the members of the committee, and I think you par-
ticularly, Senator Flanders, will be interested in this lighter part of
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the bars here which relate to investment in producers’ durable equip-
ment. I think that is so important—in fact, I think it comes so close
to the whole heart of the effort for this kind of period—that I just
want to run off briefly these figures. .
In 1948, $23 billion. That was considered a very high investment
year. . :
In 1949, the year of partial and limited recession, $21 billion, still a
high level. I think, as a matter of fact, one of the reasons that the
recession did'not prolong was that this was reasonably well maintained.
In 1950, at an annual rate of $26 billion in the second half of the
year and moving sharply upward; and as high as $22 billion in the
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first half of the year even before the impact of the Korean aggression.
In other words, there was an upward movement in that very important
segment of the economy even before Korea.

Senator Fraxpers. 1 think that is worthy of note, because the sug-
gestion is so often made that we went into the Korean war in order to
prevent a depression. We were already coming out. That is, you
hear from radical sources that remark made over and over again.
Yet, we were on our way out before the Korean thing struck.

Mr. KevyserLing. I think so. I think that one of the greatest po-
tential areas for the development of our strength in other parts of the
free world would be much more information than they are not getting
in answer to just that line of propaganda, because it is very much
used by the Russians and others, and it is even used by some anti-
Russian and free economists and others in some of these countries,
who really think that the nature of the American economy is depres-
sion-ridden, as it was at some times in the past. But I think the facts
are enormously significant for our own strength and the strength of
the free world.

By 1951, the second half of 1951, the producers’ durable goods and
equipment investment figure was up to $29 billion at an annual rate.
The average for the year as a whole was about 27, 27, and 29 for the
two halves of the year.

The contemplation for 1952 is that this type of investment can be
estimated somewhere in the neighborhood of a $26 to $28 billion
annual rate in the first half of the year and something like $24 to $26
billion in the second, maintaining a very high level of investment in
that sector.

And this is very important as to our capacity to bear the burden
of defense, and very important as to the ultimate implications for
the inflationary burden and also for when we will arrive at a stage
where, with leveling off of the burden in some places and.expansion
of output in others, the budgetary problem will be more manageable -
later on than it seems to be over the next year.

Senator Franpers. Is there any significance to the different shading
of that top sector for 1949—that is darker than in the other.

Mr. Kevseruing. That indicates a negative change in inventories;
in other words, in 1949 you had a disaccumulation or decumulation of
inventories, just as in 1944. That is the significance of that.

Representative Pararan. How much was from earnings of cor-
porations?

Mr. KevseruinG. That I could not answer from this chart. I could
su%%ly that for you.

N I;resentative Parman. Do you have that information in any
chart? 4

Mr. KeyseruinGg. I do not believe it is in a chart. I do not think so.
We could easily supply it for you. ‘

»Bep?resentative Parman. Will you supply it for the record at this
point?

Mr. Keyserung. Certainly, I will.



18 JANUARY 1952 ECONOMIC REPORT OF THE PRESIDENT

(The information to be furnished is as follows:)

Net change in nonfarm inventories
[Millions of dollars]

Noncorpo- Noncorpo-
Year Tetal Corporate mtep Year Total Corporate rate

344 251 93 6,334 6,037 297

2,035 1,633 402 1,408 1,383 25

3,416 3,165 251 3,717 2,153 1, 564

756 470 286 —2,493 —2,176 1. —317

—502 —457 —45 3, 586 2,402 1,184

—264 —1,070 806 8,036 7,713 323

. —598 —1,027 429

1 Preliminary estimate.
Source: Department of Commerce.

The CmamrMaN. Would you state again what the different seg-
ments mean ?

Mr. Keyserring. The black one is the residential nonfarm con-
struction, housing.

The next one is the other new construction. That would include
the construction of a theater, the construction of a building of some
kind or other.

The white is producers’ durable equipment, which is your tools,
broadly speaking, tools of production.

-And the segment with diagonal lines is changes in business
inventory.

The CHARMAN. Have you any answer to the question as to whether
or not the expenditures and investments which are made in expand-
ing plant capacity are so great that if the national-security program
were stopped there would be no outlet, no market outlet for the pro-
duction of which such plants would be capable of producing?

Mr. Keyseruing. May I ask my colleague, Mr. Clark, to discuss
that either now or when he comes on, because at your suggestion we
had a certain division of the “spoils” here. I have my views on that
subject, which I think are well known to the committee.

I think that the record of what happened after 1944 indicates
that our business system has the capacity to beat the swords back into
plowshares. If we had not, we would be sunk, because we have the
Eroductive power. And, if we ever do not learn how to use it, we will

e sunk in any event. However, Mr. Clark is going to cover that.

The Cuairkman. We will have Mr. Clark do that then. _

Representative Patman. I would like this broken down a little
more, the gross private domestic investment, not only the amount of
this from earnings of corporations, but where else it came from.

. Mr. Keyseruing. Well, that, I believe, we have in our published ma-
terials. At least, we did in previous years, as to the sources and uses
of funds. °

Representative Parman. That is right.

Mr. Keysering. Which shows which part of the investment comes
from internal financing, and what part comes from borrowings.

Representative PAraman. Yes, and what type of borrowings.

Mr. Keyseruing. We have had charts on that in the reports in the
past. I believe there is a chart in there this year, but if there is not
1t is certainly shown in the tabular column materials. ‘



JANUARY 1952 ECONOMIC REPORT OF THE PRESIDENT 19

There are a lot on page 203. ‘

Mr. Cragrg. On page 203 of the Economic Report.

Mr. Exsey. And a chart on page 83.

Representative Pararan. Thank you very much.

Mr. KeyserLive. I am sure that you will find that it does supply
the information. If not,we will be glad to supplement that.

The Crakman. Would you care to have that inserted ?

Representative Pataran. Yes, sir.

The Cuamrman. Very well, the table on page 203, table B-37, will
be inserted in the record.

(Table B-37, p. 203 of the Economic Report, is as follows :)

TABLE B-37.—Sources and uses of corporate funds, 1947-51?
. [Billions of dollars]

Source or use of funds 1947 1048 1949 1950 19511
Uses:
Plant and equipment outlays__.______._.________ 16.2 18.0 16.1 16.6 21.7
Inventories (change in book value). . 7.1 4.2 -4.3 7.5 8.6
Change in customer receivables..____ 7.6 4.0 —.5 10.0 5.0
Cash and U. 8. Government securiti 1.2 1.9 3.0 5.0 3.0
Other current assets._............_.. -1 .1 —.2 .3 .5
Total USes_ v 32.0 28.2 14.1 39.4 38.8
Sources:
Internal:
Retained profits and depletion allowances.__ 11.6 12.8 0.1 12.9 8.0
Depreciation allowances. ... ooouoouao.o . 5.2 6.2 7.0 7.5 8.5
Total internal sources. . caeceeemrmemeennan 16.8 19.0 16.1 20.4 18.5
External: ; -
Change in trade deb 4.6 1.2 —2.9 5.9 3.5
Change in Federal income tax liabilit 2.3 .8 =2.1 7.1 8.5
Other current liabilities. _. . 1.0 ® -1 .3 1.0
Change in bank loans. ... 2.6 1.1 —-1.9 2.5 3.5
Change in mortgages... .6 .7 .7 .9 1.0
Net new ISSUeS . - oo mceeooam oo cccceceeeee 4.4 5.9 4.9 3.7 5.8
Total external sourees. .. ___..._._._.___. 15.5 9.7 —1.4 20.4 23.3
Total SoUrees - oo oo oeeom e 32.3 28.7 14.7 40.8 39.8
Discrepancy (sources 16ss USes) . o eoocmooocoooeaooo -.3 -.5 —.6 —1.4 —-1.0

1 Excludes banks and insurance companies. .
3 Estimates based on incomplete data; by Council of Economic Advisers.
3 Less than $50 million.

Source: Department of Commerce estimates based on Securities and Exchange Commission and other
financial data (except as noted).

Representative PaTaan. Also, chart 23 on page 83.

The Cuamrman. It may be difficult for us to get that chart on that
page, because it is a diagram ; but, if possible, we will.

Mr. Kevserring. This chart, which is a blow-up of one of the
charts in the Economic Report, shows in terms of basic capacity cer-
tain vital sectors of the economy, what this growth of the industrial
mobilization base means, showing it for steel, aluminum, petroleum,
and electric power, and contrasting the pre-World War II situation
with the 1950 situation and with the 1952 situation. All of these
programs are in very short run to a degree of inflationary, and thus
reveal the complexity of the problem, because any program which

.absorbs manpower and resources before it translates them into the
production of goods is a strain upon resources and adds to inflationary
pressures. But these programs are a calculated balance, trying to
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SOURCES AND USES OF CORPORATE FUNDS

From 1950 to 1951, there was a large increase-in corporate
outlays for plant and equipment and inventories. External
financing was more important in the past year than in i950.
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solve the longer-run problem effectively at the cost of some short-
run strain. ‘

As you will see in the Economic Report itself, some of the pro-
grams of expansion have really been terrific, which is the word for
them. Some people think they have béen too great. I do not think
so, but there is a division of opinion on that. In any event, these
programs reflect an enormous accomplishment on the part of the
business community, which is itself doing a job that in large part was
Government-financed during World War II. There have been some
stimuli through tax amortizations and the like, but they have been

- a small fractional part of the investment cost, contrasted with the
public construction of such facilities during World War TI.

The CHamrMAN. Are you saying that the evidence before the eco-

“nomic advisers indicate that private capital is doing a larger propor-
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tion of the industrial expansion now than it did during World War
I1? o

* Mr. Kevserring. Enormously larger—really almost incomparably
larger—enormously larger. - :

The CrarrMaN. How much larger?

Mr. KeyserLING. You get it a little bit from the first chart, gross
national product, which shows that tiny white segment, contrasted
with the larger white segments in 1950 and 1951. To get exactly
how much larger, you would have to contrast not only the propor-
tion but also the actual figures. We could give you that contrast.

The Caatrman. I think it would be very interesting.

Mr. KevserunG. Almost incomparably larger, if anything can be
incomparable, but enormously large. We will furnish the informa-
tion. . .
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(The information is as follows:)

Gross national product

Government purchases of
goods and services, includ- Gross Personal
Total ing net foreign investment : con-
Period gross private | o mp.
erlo natiémal Net 1 d&t;l:ggc tiond
product et for- expendi-
Total Gg]\;e;gl- eign in.'| ™Ment tures
vestment
, Billions of dollars, 1951 prices, seasonally adjusted annual rates
179.3 28.3 28.8 -0.5 21.6 129.4
320.0 151.4 159. 5 —-8.1 13.3 155.3
27L.6 42.7 35.5 7.2 40.2 188.6
280.4 40.9 42.4 -15° 47.6 191.9
280.1 46.1 49.1 -3.0 37.4 196. 6
294.2 40.6 45.2 —4.6 49.2 204.4
307.9 41.6 46. 2 —4.6 55.6 210.6
323.8 55.3 56.9 -1.6 63.0 205. 5
329.8 71.8 70.0 1.8 54.6 203. 2
Percent of total gross national product
_______________________________________ 100 16 16 0] 12 72
- 100 47 50 -3 4 49
- 100 16 13 3 15 69
- 100 15 15 (O] 17 68
- 100 17 18 —1 13 70
First half. __ 100 14 15 -1 17 ~ 69
95ISec<md half .. 100 i 15 -1 18 68
Firsthalf ___________.._._.........__. 100 17 18 -1 19 64
Second half ... . ____ .. .___________ 100 22 21 1 17 61

. 1Less than 1 percent of total.

Mr. Keyseruine. I think that this is a very good and healthy thing.
I do not know that it could have been done that way in World War I1.

I want to say in this connection that, while there may have been de-
tails of imperfection or even mistake in some of these stimulatory
programs, such as tax amortization and the like, I personally have
never shared the views of some of my good friends who have shot at
the amortization program. I think that, when this whole thing is
over, if it is, and we all hope it will be, when the total level of public
outlays is measured against the amounts that the Government is fore-
going for these stimulatory devices, it will turn out that these stimula-
tory devices are one of the economically most productive and most
sound investments that the Government has ever made.

It can be argued that maybe $250 million less of tax amortization
might have accomplished the same result, but when you set that in the
framework of a $50 billion annual outlay for security and look at
what is actually happening in these expansion fields, I think it has been
enormously useful. This is just my personal reaction to it. I know
there is a good deal of criticism of those programs.

This chart tries to show how the outlays for private construction
equipment divide between what might be called the primary mobiliza-
tion base and other purposes. .

The total bar shows outlays for construction and equipment, exclu-

. sive of residential and farm construction.
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The black bar shows the major expansions programs as listed here,
iron and steel, aluminum, electric power, petroleum, natural gas, rail-
road equipment, trucks and truck trailers, metalworking machinery,
farm machinery, and synthetic fibers. .

- Of course, this is private investment.

It shows that we are moving into an area now where a little less than
one-half of the total of construction and equipment, aside from resi-
dential and farm construction, is going into that mobilization base.
However, in a great period like the present between peace and war,
this top part, with diagonal lines, is not entirely nondefense, because
nobody can draw an exact line between what types of tools and equip-
ment strengthen the security program as against what part
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strengthen the esonomy generally. Many types of tools and equip-
ment, which would seem to be civilian supplies, nonetheless add to
our strength for the long pull.

For example, other things being equal, if we have the materials to
do it with, take automobiles. Well, automobiles have to be cut down
now, because they are a drain upon scant resources, but nonetheless
one of the factors of our strength for any kind of effort is an adequate
transportation system, including automobiles running well and not
burning too much gas and oil because they are not too old. So it is
very hard to draw a fine line between what 1s defense and what is non-
defense in this area. But this is an attempt to show the relative parts.

Representative Parman. That includes retained earnings, too, of
corporations, does it not ? '

Mr. KevseruiNg. These are outlays.

Representative ParMaN. Oh, they are outlays?

Mr. Kevyseruine. This does not go to the question of the source, but
we could give you figures on that.

Representative PatmMan. I mean that includes the outlays.  You
used retained earnings in order to make the expenditures.

Mr. KeyserLiNg. Yes; these outlays are from retained earnings and
part from borrowings. 4

Representative Pararan. On page 203 of this report you have a
table entitled, “Sources and Uses of Corporate Funds.” Of course,
that includes retained earnings, and depreciation. Together they are
about $16,500,000,000. That makes a difference of only about $5
billion that was raised for plant and equipment outlays other than
from retained earnings or from depreciation allowances. I think the
competitive situation is bad there for the reason that the retained
earnings are what might be considered costless capital, but represent
three-fourths of the plant outlays of existing corporations. The addi-
tional $5 billion new capital was borrowed upon which interest was
paid. That places the new capital at a disadvantage to the retained
earnings, do you not agree?

Mr. Keyseruing. Yes; it does.

Representative PaTman. And it occurs to me that it is alarming that
so much of our new plant and equipment would be from existing cor--
porations, getting their money from increased prices, costless capital.

Mr. KeyserLiNe. We have had occasion in the past, in connection
with a general analysis of tax problems and whether the tax burden’
has borne down so heavily upon the investments as to be repressive, to
discuss the issue. We have tried to analyze it partly in terms of meth-
ods of financing and what part of financing has come from retained
earnings, and what part from borrowings, and we drew the conclusion
in the past that while the tax level was high, and everybody hoped it
could be lower if we did not have so many obligations to meet, nonethe-
less it could hardly be said to be generally repressive in view of the
nature of the financing of corporate enterprise. This does not mean
that there are not some segments of the economy which do not have
adequate financing and may even be hit too hard by the incidence of
taxation upon them. '

Representative Pataan. Do you not agree that under these facts
that new businesses are-at a great disadvantage—it is more difficult for
them to get started, to compete with existing concerns?
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Mr. KeyseruING. Generally speaking, we have reached a stage in
the development of the country where the established concerns, at least
in our primary industries, have an advantage over the newcomer.

Representative Paraan. On capital, specifically, you see they get
their capital from increased prices. That is like Clarence Francis said
one time here. He cut the phrase out in his edited testimony. He
referred to it as costless capital.

How can a man across the street who borrows his money in the -
marketplace and pays interest on it compete with that costless capital?
And according to your figures here three-fourths of the capital in new
plant and equipment construction is from retained earnings.

Mr. Keyseruing. Well, it'is true—it is mathematically true there
are certain advantages of that character in size. I know from my own
experience in housing that when the Metropolitan Life Insurance Co.
built an enormous $60 million housing project in the northern part of
New York City—and I am not critical of it, I think it was a wonderful
thing to do—they did have the advantage of financing with their own
funds and, consequently, their rental scale could be somewhat lower,
considerably lower than if they had had to borrow the money. How-
ever, I do not have a solution for that problem.

Representative Parman. That is not a comparable problem. I am
just telling you my opinion. Possibly I am wrong about it. I do not
claim to be right on everything, but part of the time.

This is for our entire economy. It is rather shocking to me that out
of the expenditures for a new plant and equipment three-fourths of the
money, 75 percent of the money, according to your figures here, comes
from retained earnings which is costless capital of the corporations,
because they got those earnings through increased prices, or prices
sufficiently high to acquire them, and it places all independent concerns
at a great disadvantage, or newcomers in the business, having to go
into the market place and borrow .their money and pay interest on 1it,
as against a person or a corporation that has its money furnished in
this costless way. , ,

Mr. KeyseruinG. To make myself clear, I had not intended to con-
ténd that point with you. -

" Representative Parman. You went off on housing. ,

Mr. Keyseruineg. It may not have been good analogy, but I think
there is basically a lot in what you say. In fact, some of the commen-
taries in our reports in earlier years, when we were addressing our-
selves more to that problem, was the fact that the level of financing out
of retained earnings was, probably, higher than necessary as against
other types of financing, and that 1t was, in part, a reflection of the

_price problem and a lot of other problems in the economy. I am not
disputing what you say.
enator Fraxpers. 1 think there are questions with relation to that
which are very important, but I have assumed that they would be
more pertinent to the discussion which will follow than on this one,
and I hope that Mr. Patman and I will both be here. :

Representative Pataran. What is that other chart? I thought that
there was one about school construction that came afterward. That is
the reason I asked you that. )

Mr. Keyseruing. This chart takes the personal consumption sector
of the first chart, and breaks that down and gives a comparison of the
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“as I see it here, 80 percent of the first half of the 1950 rate; electric
refrigerators very much lower, passenger cars much lower, radios and
television sets lower; in fact, all of them lower, ranging from 80 per-
cent, down to about 35 percent. '

The Cuarman. That is what year compared with what year?

Mr. KeyseriNGg. This is the index in the fourth quarter of the year
just past, 1951, compared with the index in the first half of 1950 be-
fore Korea, and it shows some diminution. It still shows a high and
healthy level, as I said at the beginning. :

These two lines here simply show that in the first quarter 1952, steel
allotments for the civilian economy for these various purposes will be
a good deal less than in the fourth quarter of 1951, the conclusion
being clear that there will have to be further cut-backs in these
areas. :

This chart amplifies that previous chart by showing different uses

of steel. And this is a blow-up of one of the charts in the President’s

Economic Report. I will skip over that. ,

The Cramman. That shows the total production of steel for 1952

as compared with 1950 .

Mr. KeyserLING. Yes. : :

The CHAIRMAN. As being substantially greater?

Mr.. KeyserLiNG. Very much greater.

The Cmamrman. But in some instances the allocations are very
much lower. For example, in the lower segment ¢

- Mr. KeyserLiNG. Consumer durables is a striking example.

I will skip over the price charts, because, as I say, Mr. Clark is going
to discuss the outlook for inflation.
They show, in main, the sharp upspurt of prices in the post-Korean
eriod, particularly after the Chinese intervention, and a relative
eveling off in the last 9 months or 8 months of 1951.
I likewise will skip over this chart, which is a blow-up of the per-
sonal savings picture which enters into the inflationary discusssion.
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USES OF STEEL

Less steel will be available for nonmilitary use in 1952. The
reduction will mainly offect automobiles, household applionces,
and some types of construction.
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PERSONAL INCOME, SPENDING,
AND SAVING

Consumption expenditures in the second half of 1951
remained below the first quarter peak despite the
continued rise in income,
disposable income,
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Here is one that you may be interested in, which shows the changes
in the availability of incomes during these different periods, showing
it for personal disposable income, for wages and salaries, farm pro-
prietor’s income, and corporate profits, both before and after taxes.

I think there is some considerable interest in that it shows, broadly
speaking, that with the economy expanding, and with employment
being full, the general trend of income has been upward.

The trend of profits after taxes has been sharply downward in the
latter part of 1951, mainly because of the high tax rates. And there
- 1s some significance in that.
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Just a few words and then I will be through, having taken up a lot
of time of the committee. :

In summary, what I have tried to indicate is this: While the Coun-
cil cannot appraise what the best level of security outlay, domestic
and international, would be, from the viewpoint of national security,
we can say that if they come anywhere within the range now proposed
or talked about, then the weight of the evidence is that the economy

" can stand that burden, whether measured by the business picture or
whether measured by the consumer picture.

If, in the judgment of those making security policy, which ulti-
mately gets to the Congress, those security outlays are not needed in
that quantity from the viewpoint of national security, then they should
be reduced. Because most of them are noneconomic expenditures,
thev do not add to our wealth or strength. :

From the general point of view of relationship to the tax picture
and the inflationary picture, our general view has been that an economy
of our size and strength and expansive capacity can stand the defense

program as we now envisage it, with less inflationary strains-than .

during World War II, and within the capacity of the economy to
contain inflation through rounded measures less drastic than those in
World War II. We think that this has been in part borne out by
the experience in the latter part of 1951, although there are many
reasons to believe, with savings so high and with incomes rising, that
you can get serious inflationary spurts. :

The Cramrman. Has your presentation to the committee been based
upon aen assumption of increased tax revenue as recommended in the
report ? . :

Mr. Keyserving. These charts have not been based upon an assump-
tion of increasing tax revenues through additional legislation, be-
cause, first of all, the projection parts of this chart have to do only
with projections of assumed expansion of productive capacity.

The Cuamnman. I was not talking alone of the charts, but of your

entire presentation.
- Mr. KevseEruiNg. My presentation has been based upon the current
situation. It has not been based upon new tax action.

The CrarmMan. Then you are telling the committee that in your
opinion the economy of the United States under the present revenue,
under present law, is strong enough to bear the increased expenditures
which have been recommended for security ? .

Mr. Kevseruing. Yes, but I did not mean to intimate by that, Mr.
Chairman, that the inflationary danger would be equal whether or not
taxes are brought more nearly in line with expenditures.

The Cramman. Yes, I understand that.

Mr. Keyseruing. It 1s not the Council’s position that the inflation-
ary danger will be increased if they are brought more nearly in line.
Hicher taxes would reduce inflationary pressures.

The Caamman. The reason I asked the question is that from a per-
fectly practical point of view the official spokesman of both the Ways
and Means Committee of the House and the Finance Committee of
the Senate has made it rather clear that increased taxes are not to be
anticipated during this session of Congress; that we shall have to base
our program upon the revenue to be derived from present tax laws.

Therefore, it will be important to know what the judgment of the -
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Council of Economic Advisers is with respect to the soundness of the
economy under such circumstances, considering the drain.

Mr. Keyseriing. 1 think that should be discussed at greater length
by Mr. Blough in his discussion of fiscal policy, and by Mr. Clark
in his discussion of the inflationary outlook and the whole composite
of measures.

In general, the position that the Council has taken, as I understand
it, is revealed in tqu)e published report. We have believed it desirable,
in a highly productive, high employment situation like the current
situation, to pay for the program as we go by taxation. The burden
of a defense program, and it is a burden, is imposed upon the economy
whether you tax yourself for it or not, because it is taking things out
of the economy for defense, which means noneconomic purposes.

A lot of talk by Colin Clark and others, as to what part of the
economy can be devoted to taxation without paralysis, is really, at
least as'I have analyzed it, a discussion of what part of the resources
of the economy ought to be commandeered by Government programs. -
‘Now, I am perfectly willing to go along with that in normal peacetime,
a 15-20 percent figure is as high as we ought to go. But that does not
seem to answer the question as to what to do about taxes if a security
program, which is noneconomic and undertaken for other reasons,
absorbs 20 or 25 or 50 percent of the economy. If it should be 50
percent, as it was in World War II, hardly anybody could devise any
feasible way of financing it all by taxation. But the Council’s posi-
tion has been that, for a program of the size now contemplated, it -
would be better to finance it by taxation than by inflation. We rec-
ognize, however, that because of the lag in tax action last year, and the
long-range outlooks, it would not be desirable now to impose enough
additional taxes to achieve balance this year or next year. '

Coming to the second part of your question, well, suppose the Con-
gress is not ready to enact any new taxes. What is better under those
circumstances, to cut security outlays to the level of revenues, or to
run some deficit?

Part of that question I cannot answer, for the reason I have given,
that the Council has never pretended to know what the security outlays
ought to be. But if the security outlays as now proposed are any-
where within the range of what is desirable from the viewpoint of
national security, and personally I believe they are not too high, then
the position we have taken is that, if the Congress will not raise taxes,
then in an economy of our size and power it would be better to labor
under a Federal deficit of several billion dollars a year for a few
years than to risk a cumulative deficit in the security strength require-
ments for facing the great forces arrayed against us.

The Council does find in the economic history of recent years that
the question of the balanced position of the Federal budget is not the
sole factor bearing upon inflation or noninflation. There are many
other powerful factors—our record of production, the course of wages
and prices and how effectively they are controlled, what is done about
credit measures. Prices can be stabilized even with a Federal deficit.
In fact, that happened in 1951,

The CuairMAN. You are, of course, aware as your statement indi-
cates that bills have been introduced in the Congress which are de-
signed to place a definite limit upon the amount of Federal expendi-
tures in relation to the income, regardless of the security demand or
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the social demand or any other such demand, so that we are con-
fronted with that problem.

It is, also, a fact, as the Congressman from Texas well knows, that
throughout the United Statfes there are many State legislatures that
have been asking for a constitutional convention to limit, percentage-
wise, the rate of income taxes that can be levied upon any source.

Both of these suggestions place greatest importance upon the limi-
tation of expenditure and relegate to secondary importance the job
that the Government or the people throughout the Government have
to do. o

Mr. KeyserLing. Let me try to discuss it this way, because I do not
want to duck the question. I think this gets into an area where a man’s
economical views and his political views—using “political” in the
sense of his interpretation of the world outlook—intermingle.

* If a man thinks that the world outlook is as serious as many in-
formed people think it is, and that we must play a large part in mar-
shaling the strength of the free world and that this is in part a matter
of military power, then he will incline toward the view that, while a
Federal deficit is undesirable, it is more undesirdble to run a deficit
against Stalin in armaments. “This is my own view.

On the other hand, if one thinks that the international danger has
been greatly magnified and that we can afford to relax or slow down,
then he will feel that the danger of that kind of relaxation is less
serious than running a Federal deficit. :

I do not think any economist can provide any formula which avoids
getting back to fundamental appraisal of the international situation.
A deficit for a few years is undesirable, but it is not going to wreck
the economy. A deficit in the arms race is also bad. My personal
views are well known that such a deficit is more dangerous than a
deficit in the Federal budget. :

I think that Stalin is a greater danger to us than inflation. If we
counteract Stalin, the American economy will thrive and prosper,
and the national debt has not prevented us from doing so.  But if
Stalin expands his sway over Western Europe, it will take more than
a balanced budget to protect the United States.

I just want to make one comment in closing. While the Council
cannot appraise the military aspects of what we need for our security,
we can, as economists, look at conditions in some of the Western
European nations. Even starting with the assumption, which I am
perfectly willing to grant, that they in many respects ought to do
better than they have; certainly, with respect to coal, they can do
better than they have; certainly, we should not be a Santa Claus and
should view what we do as against what they do; nonetheless, the
fair-minded economist cannot look at the situation in France and
in Italy and in England without realizing the perfectly enormous
difference between their resources and their economic situation and
their political situation and ours.

They set out after World War II, after enormous decimation and,
in fact, after losing literally empires in the course of two World Wars,
to rebuild their capital equipment. The austerity program in Great
Britain, before the new rearmament program, was fundamentally a
program of cutting back very sharply on their civilian standards of
living in order that they might rebuild capital equipment with which
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to produce tools and goods that they needed, both for home use and
for export at an efficient price so that they could trade with the rest
of the world. .

They have lifted their standard of production far above what it
was before World War IT. And then they get the new defense bur-
den on top of their other problems. I think they have got to carry
that burden, but it poses a problem that is really much harder than
ours, much harder.

The thesis is either correct or incorrect that in the final analysis the
free countries are pressed into a position where they have to stand
together. And since I think it is correct I feel we have got to carry
forward certain programs in addition to our own defense build-up
even though this complicates our financial situation.

The CHAIRMAN. Are there any other questions? If not, we will
proceed. Mr. Blough.

STATEMEN;I‘ OF ROY BLOUGH, MEMBER, COUNCIL OF ECONOMIC
ADVISERS, EXECUTIVE OFFICE OF THE PRESIDENT

Mr. Broucu. Mr. Chairman and gentlemen, I consider it a real

" privilege to talk with this committee on the subject of fiscal policy,

because the committee has taken what I consider to be very sound
positions on that subject ever since its organization. Particularly,

1 feel that the position it took in the summer of 1950 in urging strong

tax legislation and a pay-as-we-go policy for financing the defense
mobilization program was constructive, and influential in achieving
that policy. :

It is for this reason that I felt a little, shall I say, dispirited that
the chairman takes a somewhat pessimistic view that this committee,
perhaps, could not again move the sentiment of Congress in the direc-
tion of additional taxes.

The Cuatrman. I have been around here 18 years, Mr. Blough,
and I think I have some feel for the sentiment of Congress. And it
has been my judgment for a long time that progress is made by doing
what you can do rather than by crusading for the impossible.

Mr. Broucn. I quite agree with that as a general philosophy, Mr.
Chairman. And I would like to move immediately to the question
you asked near the end of Mr. Keyserling’s discussion, that is, whether
the economy can bear this load without the additional revenue which
the President asks. ' ‘

It seems to me it is not so much a question of whether the economy
can bear it without the additional revenue or with the additional
revenue. The problem is one of how resources are to be diverted from
private use to public use.

The usual method of diverting resources from private use to public
use is through Government expenditure, accompanied by taxation.
The taxation pays the bill on the one hand and cuts down the ability
ﬁf téle individuals and businesses to spend privately on the other

and. ‘

The resources can be diverted to Government use by other methods
than taxation. You can divert the resources away from individuals
by such methods as allocations, aided by price controls and wage con-
trols. And while we have not seen any necessity for consumer ration-
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ing, that of course is a method. By these direct measures it is possible
to take away from individuals and businesses and turn over to the
Government the resources which the Government desires to use in
connection with its expenditure programs, in this case the military
rearmament program.

Expenditures plus taxation is a better method from the viewpoint -
of a free economy. Using that method makes it less necessary to
subject the markets to Government controls. '

So that T would say the economy can bear this either way, but if
You are not prepared to divert the resources through taxation, then
you must be prepared to divert them through rigid controls, or be
prepared to see the resources diverted through inflation, which of
course none of us wants., - ' :

The Cramrman. That, of course, I think is quite true. We are con-
fronted with a realistic problem.

However, two governments have already fallen in Western Europe
over this issue which is simplified in the phrase, “guns or butter.”

hThe French Government fell because the people wanted more butter
than guns.

And the Belgium Government fell, if I am correctly advised, for the
same reason. .

In Great Britain the Churchill government faces exactly the same
problem. That was made clear in what was said on his visit over
here. And was made clear, particularly, in the split in the Labor
Party in Great Britain. It went off wholly upon the theory that,
military expenditures should be cut down in order that normal living
could be advanced. That is, the greater proportion of the economy
should be diverted to that purpose.

It is useless to deny that we have the same issue, not to the same
extent, but the same issue here.

Mr. Brouch. I would like to point out three questions that are
involved.

First, there is the question of whether the economy can do the job.
And I think Mr. Keyserling has pointed out the best evidence that we
have on the ability of the economy to do the job so far as production
is concerned. '

You have, second, the problem of diverting the necessary resources
from private and civilian use to this program. And that is a different
thing from being able to do the job. That is where the point you have
just"mentioned comes in. Will the public support the diversion of
the resources to the military program ?

The figures on the charts indicate the high standard of living which
our people have, even with the prospective program, but I am not in
a position to say that they will or will not be willing to have these
resources diverted to the military program. It is that diversion which
constitutes the economic burden of this program. ,

Then there is the third question, how do we go about doing the
. diverting. And that is where taxes come in.

The taxes do not set the burden. They distribute the burden, but
:they do not determine the burden.

The decision that determines the burden is whether you are going to
have this program and are goingto support it.

The CrAmRMAN. As I see it, the Communist program is all based
upon a conviction that the people in a free economy and a free nation
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will not be willing to make the sacrifices upon the home front that
are necessary to support the diversion to military preparedness re-
quired in modern warfare. o .

Senator Fraxpers. There is also I think the conviction that if we
do make the sacrifices that it will mean the end of our particular type
of economy and reduce us to political, social and economic confusion.

The CraRMAN. I quite agree with you. | L

Senator FLaNDERs. It works two ways. That is their conviction.

The Cramrman. Yes, I think that Russia is unquestionably carry-
ing on an economic war against us in the full conviction that it can
destroy our economy and as a result communize the world. .

Senator Frawpers. I think you have given good evidence, Dr.
Keyserling, that speaking strictly from the economic standpoint, we
can stand this and more, but I wonder if we are not going to fall
short other than in the question of facts and figures. .

Mr. Kevseruing. I think you are right on that. We could fail
through lack of will to do what we are able to do. And, therefore, L
think that the main significance of the facts and figures is that they
provide a basis for popular education of the ability of this country:
to go ahead with this, if they properly understand it.

Senator FrLaxpers. Let me first say that T am less convinced of tax-
ation as a restraint of inflation than I was a year or two ago, except
from the one angle of making it unnecessary for the Government to
go to the banks for financing. I think that is direct, immediate and
indisputable. To the extent that you can raise it frem people and
business, to that extent you do not have to expand credit and it has a
favorable effect. I am not so sure that taxation under present condi-
tions has anti-inflationary effects to a strong enough degree on per-
sonal and corporate spending.

The excise tax, certainly, increases prices. You see it on the gasoline
pump at the service station. If you are skeptical about that, why,
just buy a little gasoline and you will see to what extent the price of
that gasoline has been increased by an excise tax. And the lady who
isbuying a fur coat knowsit. To the extent that it restrains purchases,
to that extent it works, perhaps.

We have not yet been able, at least, I have not been able to see that
personal taxation has restrained inflation, because the increases of
taxes are the firm basis for increases in wages which, in turn, are sup-
posed to be taken out of profits, thereby reducing the corporate taxes
to Goveinment and making the burden on the personal income still
heavier, if the theory that they all can be taken out of profits is
followed.

As a matter of fact, it would seem that personal taxes are acting as
part of the inflationary spiral.

I would raise the question as to whether increased personal taxes
can result in decreased consumption, so that you get diversion into
the defense effort in that direction, can be accomplished in the absence
of rationing.

So it seems to me questionable as to the anti-inflationary effects of
taxation. The unquestionable effect to my mind is that it decreases
the necessity for credit expansion. :

Did I ask a question ?

. The Cramman. You made a statement, sir.
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_ Senator Franpers. I made a statement, yes; but there are questions
involved in the statement, I think.

Mr. BroueH. Might I comment on your statement?

Senator FrLanpers. Yes.

Mr. Broues. Let us take, first, personal taxes. Would increases in
personal taxes be anti-inflationary. It seems to me they clearly
would be. X

To begin with, there are a_great many people whose incomes are
not subject to any escalation clause and whose increase in taxes in no
way would affect the incomes which they receive. Certainly, the
increase in personal taxes would be effective with respect to them. -

And with respect to the escalation clauses, wage escalation, per-
sonal income taxes are not included, as you know, in the formula for
measuring cost-of-living increases.

Senator Frawpers. I know that. They are not included formally,
spelling it f-o-r-m-a-l-1-y2 A New Englander pronounces them the
same, however it is spelled.

Mr. Brovgu. You are suggesting that perhaps it is the same how-
ever you pronounce 1t, too.

Senator Franpers. Yes; but there is a more or less accepted prin-
ciple by everyone to keep the same take-home pay under present con-
ditions. I think that is incontestable. And some who belong to-the
more highly organized, more powerfully organized groups of wage
earners, have an advantage in that, which others do not have. So
that we get another aspect of taxation which is distortion among
income groups and distortion in the economy. .

I did not mean to get off on that so soon, but I do not doubt you
are approaching that one, too.

Mr. BroucH. I think that taxation prevents distortion in the econ-
omy, that it is about the only way of preventing distortion.

Senator FLanpers. You talk to any old person with a fixed income
and see what they think about the distortion of the economy.

Mr. BrougH. 1t seems to me that a person with a fixed income gets
even more distortion from inflation tﬁan he does from taxes, and if
there is a connection between taxes and inflation, of course—

Senator Franpers. The point is, what is the connection between
taxes and inflation?

Mr. BroueH. It seems to me that the connection is incontestable,
although the effects of more taxes can, certainly, vary from time to
time, depending on circumstances. ‘

We have a situation where the Government is adding tremendous
amounts of expenditure to total demand. To.avoid inflation private
demand must be held down. How is this to be done? Our traditional
method, the way we have normally used—and the only real justifica-
tion or, at least, the most basic justification for the balanced budget—
is to impose taxes to get private demand down. The anti-inflationary
effects of taxes are the basic justification for taxes.

Senator FrLanpers. You are talking plain common sense, but the
point I am raising is that plain common sense is not determinative.

Mr. BroucH. 1f you assume that everybody has the power to get.all
of the income he wants out of the economy, or all that he feels that
he should have, why then I suppose we are completely sunk, anyway,
because then it is just a matter of how fast the escalation takes place.
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Maybe you can slow it down, and maybe you cannot. But I do not
believe that people really have that power. -

Senator FLaxpErs. Is that not what is happening?

Mr. Brouca. Well, wages for example have not gone up as they-
would if labor had that much power and could apply it. They have
gone up just about as much as consumer prices have gone up, on the
average. Some wages have gone up more and some have gone up less.
‘We have not had an escalation of wages to offset personal tax increases,
as far as T know. At any rate, I do not see any other way to divert
purchasing power from the private sector of the economy except
through taxation, unless you are going to put up barriers against peo-
ple spending.

You have to suppress your inflation by direct controls of one kind
or another if you are going to have the spending and are not going to
have the taxes.

It is quite true that people save, and if they save enough, that saving
can rep({ace the taxes; so far as the time being is concerned. ‘

We had a period in 1950 when people saved a lot less than usual and
spent a lot more than usual. And the fact that we had a budget cash
surplus did not save us from a substantial inflation. -

In 1951 people saved more than usual, a great deal more than they
did in 1950. The fact that during the last half of 1951 we had a
substantial Federal deficit, even on a cash basis, did not give us an
inflation.

So certainly, you have periods when there is no close correspondence
between the surplus deficit and inflation, but I think it is perfectly clear
that the deficits of World War II were primarily responsible for the
price rises after World War II. And that it does, as you suggest, make
common sense to say that it is better to pay for expenditures through
taxes than not to pay for them through taxes. If you do not pay for
them through taxes, you clearly are going to have an inflationary
impact. .

ﬁ: must be recognized that when they are paid through taxes some
portions, as you mentioned, will be offset by increases in income; at
some tax level, perhaps, the increases in incomes would equal the anti-
inflationary effect. Personally, I do not think we have come to that
point.

You mentioned excise taxes. I would point out that the increases
in prices from excise taxes ought not in themselves be called part of
inflation. That is really part of taxation. It may enter into the in-
flationary picture, because, as a result of those increases in prices
resulting from the tax, there may be escalation in wages or other
incomes. In that case you would have an inflationary spiral growing
out of the increase in excise taxes. .

Senator Franpers. Is there any other way of measuring inflation
than on some price index? ’

Mr. BroucH. I donot know of any way of measuring it, but I would
exclude from the price index in measuring inflation those price in-
creases which are directly attributable to taxes, because in those cases
the money goes, not into private hands, but into public hands.

Senator Fraxpers. It does not enter into the private income stream,
but it comes out of the private income stream and raises the expendi-
tﬁres to the people. It seems to me that should go into the inflationary
thing.
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Mr. Broucr. If it actually raises the expenditures of the people in
toto beyond what they would have been before, then to the extent
that the amount which did not go into taxes is greater than the amount
before, you have an inflationary pressure.

The Caamman. I should like to interrupt to ask if you meant to
sa% that you know of no ways to measure ingation?

_Mr. Broucn. No, I did not mean to say that. No other way except
the one Senator Flanders mentioned, that is, the general increase in
prices. I was trying to suggest that I would not count the increases
in prices due directly to taxes, because where the money goes to the
Government and not back into private hands you simply have a
method of taxing. Of course, if that in turn gives rise to larger ex-
. penditures elsewhere in the economy, or-expands private incomes, then
you are back into your inflationary spiral.

Senator FLaxpers. Have you not an economist’s index for inflation
instead of-a consumer’s index for inflation if you do that? The con-
sumer is concerned in inflation to him. It means what he has to pay.

Mr. Broter. The consumer is concerned with both prices and taxes.
And if he has to pay his tax through a higher price for the com-
modity or through a direct personal tax, he is taxed either way. If the
price increase does not result in further spiraling, if no other private
individual gets any additional income, then if the distribution of the
tax load is equally acceptable in the two cases, it is six of one and half
a dozen of the other which taxing method 1s used. The excise tax
doesnot lead to higher incomes except through these escalation methods
which you previously mentioned where private incomes are expanded
and private costs are expanded. Excluding that, an excise tax does not
lead to an inflationary spiral, while an ordinary increase in prices re-
sults in more income going into private hands enlarging the income
stream out of which additional spending can and will take place. And
you then have inflation going on up in a spiral.

Senator Franpers. Yes, of course; you are defining very properly
inflation as the impact of incomes unsupplied.

Mr. Broucu. Yes. I like rather the homely expression that some-
body has used—1I forget who—too many dollars chasing too few goods.

Senator Franpers. Yes; that is it. And that is what causes infla-
tion. Inflation itself I had interpreted more or less as I did, but I do
not think we need to quarrel with that. Of course, we are not quarrel-
irig, anyway.

I had thought of inflation itself from the consumer’s standpoint.

The causes of it are the money supply and supply of goods and
services. That makes the price rise.

. Mr. Brouen. I think even from the consumer’s point of view, we
probably ought to distinguish those increases in prices which he has
to pay which help to bring equality between supply and demand, and
those increases in prices which he has to pay which contribute to
widening or, at least, continuing the gap between supply and demand.
And the taxes, even if they cause an increase in price directly, help
to close the gap between supply and demand by making the goods more
costly to the buyer, but do not raise anybody else’s income, while when
prices rise for other reasons, some private individual receives more
1ncome.
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. If he receives it, he is likely to spend it or invest it. And thus you
get more and more spending, leading to the spiral. But the tax,
unless escalation results, would not lead to the spiral.

Senator FrLanpers. I would like, for reasons which I will not detail
too greatly, to pass on to this escalation basis and the personal-income
tax. :
It seems quite clear to me that everyone is trying to keep the same
take-home pay. .

Mr. Broucu. I have observed that the people are even trying to
increase their take-home pay. .

Senator Franpers. Yes; they are even trying to increase their take-
home pay, and there seems to be nothing in our present handling of
the situation which makes it evident to people they are not going to
have the same take-home pay. And that is a political and social ques-
tion rather than pure economics, except as economics is an investiga-
tion of human behavior.

Mr. BroucH. 1t affects economics very intimately, of course.

If I may comraent briefly, it seems to me that there is nothing in the
anti-inflationary program that we have set up which leads to escala-
tion arising from the personal-income tax.

Our farm price supports and the whole mechanism of farm pric-
ing do not’'include the income tax as an element in determining the
prices.

Senator Fraxpers. That gets into the wage and salary entrance and -
" hasa second-degree effect on farm parity prices. )

Mr. Brouca. Our wage and salary policy does not recognize the -
personal-income tax as a basis for escalation.

Senator Fraxpers. No; it does not.

Mr. BroveH. Qur price policy does not recognize profit tax in-
creases as a justification for price increases under price control. Tt is
only as the forces of human nature, if you want to call them that——

“Senator Franpers, That is it. :

‘Mr. Brouca. Get outside of all of the rules——

Senator Franpers. That is right.

Mr. Brogcu. That escalation of the income tax happens.

Senator Franpers. I am speaking from what I observe, not from
any mechanism at all except the human nature that seems to be work-
ing that way. In order to be effective does not any.policy directed
toward reducing consumer demand have to take rationing into ac-
countzl rather than working through taxation alone or price-fixing
alone? :

Mr. Brouea. The only time you have to take rationing into account -
is when, after taxes and savings and credit controls and other general
measures are taken, there still remains a substantial excess of market -
demand over supply which threaten not only to empty shelves, but to
leave substantial parts of the population unsupplied with those things
that are of major importance. When that happens, then rationing is
necessary. : .

There has been no need for rationing up to now in the present
situation. : :

The CratrMAN. Does that mean that you feel the need for rationing
is beginning to appear?

Mr. BroueH. No; I do not. I do not like to forecast these things,

9475752 4




44  JANUARY 1952 ECONOMIC REPORT OF THE PRESIDENT

but I would not think that rationing for example, of automobiles
would be useful even though the supply is cut, because there will '
. still be enough automobiles for necessary purposes.
Senator FLanpers. What page is your price diagram on? It is not
a bad-looking diagram, I can say that.
Mr. Brouer. Charts 9, 10, and 11, pages 56, 58, and 61.
(The charts referred to follow:)

WHOLESALE PRICES

Average wholesale prices declined during the spring and
summer of 1951 and ot the end of the year were moderately
lower than at the time of the general price freeze.
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WHOLESALE PRICES OF INDUSTRIAL PRODUCTS

Industrial prices showed mixed trends in 1951, Metals and metaol
products were strong because of the impact of the growing security.
program. Sagging consumer demond and excessive inventories
coused declines, particularly in soft goods.
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CONSUMERS' PRICES .

Consumers® prices were relatively stable for several months after
February 1951, but in September they began a new rise.
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Senator Franpers. That is not a bad-looking chart. That is, prices
on the whole would appear to be under control. .

Mr. KevserLing. Here is your chart, Senator.

Senator FLanpers. Yes. We do not know to what extent those
little upward tendencies and the downward tendencies are going to
balance out, but it is not a bad-looking chart. I think your best
argument is to ask me to look at that chart.

Mr. Brouen. But it is a question whether those prices are going to
remain stable without any further action on the side of taxes.

The CuammaN. This chart shows that prices for all commodities
had been declining from the middle of 1948 until the early part of
1950, and that after June 1950 there was a very rapid increase which
reached its peak in February or March of 1951, and that thereafter.

“prices were reduced, until, perhaps, September of 1951, after which
they were more or less stable.

Senator Franpers. Have you any comment as to-the ultimate effect
on the price curves—have you any indication that taxation is actually
at work in reducing demand? You say it must be, judging from those
curves, but have you any other indication that it 1s actually working?

Mr. Brover. Only in my private life. ‘

Senator Franpers. I am with you there. Will you shake hands with
me. I just have a notion that with the great body of consumers who
are not in the brackets which you and I enjoy that there has not been
any desire, at least, to reduce purchasing, and I do not know there has
been any effective reduction, although the increase in savings indicates
something. :
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Mr. BroucH. In those commodities such as textiles, where more
could have been bought, there is evidence of the effects of taxes on
demand. - In other areas where all was being bought that could be
produced there would have been no larger purchases in real terms,
without the taxes, but prices would have been higher. The fact that
prices have been stable can certainly be attributed to something. It is
logical to attribute a considerable part of that stability to the tax
increases, which have undoubtedly cut spending below levels which
it otherwise would have reached. That is true, certainly, in families
with which T am acquainted. Why do people object to the taxes?
Because they believe the taxes are cutting into the amounts of goods
they can buy. That may be true regarding the amounts some individ-
ual could buy, but not the amounts the nation could buy, at least of
many goods, because the nation will buy all there is available, with or
without the taxes. _ -

The CraRMAN. That is not true with respect to textiles?

Mr. Broucu. It is not true with respect to some of the soft goods,
that is correct. What the desires of the public are with respect to those
is, of course, somewhat hard to judge.

Senator F'Lanpers. I want to ask one or two other groups of ques-
tions, although I think Mr. Blough may come to them. I want to ask
some questions about the limits of taxation. Does that come within
your category ? » :

Mr. Brovcr. I had not planned to raise it, but I rather expected that
you might raise it. _ '

Senator Franpers. Yes. Thank you. I feel complimented. The
economy, as an economy, as a producing machine, can stand what we
are giving. ' :

Mr. Brouea. That is my feeling.

Senator FLanpers. What it does, however, to our institutions, in my
mind, is another matter. And I am thinking particularly of private
investment. .

I have had the feeling that the enormous taxation that Great Brit-
ain has had to undergo has almost inevitably driven it into national
socialism by drying up the sources of capital.

The CrairmMaN. Yet the testimony of Mr. Keyserling just now has
been that, even in the fact of this taxation, the increased taxation of
recent years, there has been a much larger and extraordinarily larger
amount of private investment. :

Senator Franpers. That is right.

The Crarman. More than before.

Senator FLaxpers. And Congressman Patman’s inquiries as to that
are pertinent. '

I figured out something that raises questions that I cannot answer.
I figured out that a man in the $50,000 bracket who wishes to invest
$$10,000 in a new undertaking can only gain from that investment some-
thing around six-tenths of 1 percent. And why should he?

Mr. Broucn. Ifitisinvested in corporate enterprise?

Senator FLaNDERs. Yes, invested in corporate enterprise. And I
am assuming that it is a new undertaking, because that is part of
the investment field that I think we should have the most interest in.

Maybe the new company in the course of 2 or 3 years makes 10
percent, which when I was young used to be considered as necessary
before anyone would consider a risk investment.
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The Government will take one-half of that, leaving 5 percent, if it
is over a certain size.

The company should not pay all that out to Mr. Investor. It
ought to keep at least one-half of it. 24 percent. And then in his
bracket he will only get a quarter of that. He will get $62.50 on &
$10,000 investment. hy should he invest? ‘Why should he not buy
tax-free State and municipal bonds?

Why should be invest at all 2 .

That thing troubles me. I am surprised to find that some men
still do invest, but I cannot see any earthly reason for their doing it.

I think probably those considerations account in fact for the growth
of the investment trusts and the insurance company investments
which can draw the funds of the little investors who do not have to
go through this terrific press, squeezing all of the juice out of what
they invest. And it seems as though, perhaps, the investment trusts
and the insurance companies are the only honorable ways out, but I
do not see why my $50,000 man puts any money into anything new.
Doyou? Heiseither a fool or a patriot, or both.

Mr. Brouvcs. If he put it in as a loan he is somewhat better off.

Senator FLANDERs. Yes.

Mr. Brouvca. The income which he gets in interest does not pay
corporate tax.

Senator Fraxpers. That is right.

Mr. BroueH. It is subject only to his personal tax.

Senator Franpers. That is right.

Mr. Broucs. It is quite true that if he puts his funds in the form
of an investment in stock, unless he is going to be an officer in the
company and get a substantial amount of salary, or unless the in-
vestment is going to rise in value so that he can sell out——

Senator FrLanpers. We are trying to close up that loophole, so-
called, capital gains—we are going to make it difficult for him to find
that excuse for new investment. '

Mr. Brouvcu. I am just heretic enough to feel that if we would
proceed with great vigor to close up the loopholes and at the same
time perhaps reduce the impact of the over-all rates, we might be
better off in the long run. : :

Senator FLanpers. I am trying to find a loophole for investment in
the country’s future by someone else than the big companies with
their riskless capital that Mr. Patman spoke about.

Representative Pataan. Costless capital.

~ Senator Frawpers. Costless capital and not riskless. As I see it,
the present state of our personal and corporate income tax is going
to make it a very difficult thing, to inveést in the future of the country,
in the expansion of production, new products, new machines, new
undertakings, except by the old established corporations. And that
%)s tge point at which I begin to question the present size of our tax
urden. .

The CuairMaN. Senator Flanders, would the reduction of the tax
rate on the big companies which have these retained earnings and
great profits be of any benefit at all to the small investor whom you,
apparently, desire to bring into the ownership picture?

Senator Franpers. The small investor has a way out. That is
through investment trusts, like insurance companies, and so on.
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The Cmairma~. Even that contributes to the strength of the big
company.

. Senator Fraxpers. It contributes to the strength of the big com-
panies, but what I am disturbed about is the drying up of the old
sources of risk capital. And the old sources came from people not
necessarily in the million-dollar income bracket, but from the group,
say, from $15,000 up to $50,000 or $75,000. That is where our new
and risk investment used to come from.

My arithmetic, as I say, makes it seem to me that they must be
either fools or patriots or both to continue to do that, because they
get caught twice, both corporate and personal. It reduces their
return to an inconsiderable figure. That 1s the point at which I begin
to worry about our tax burden.

Representative McKinnon. Dr. Keyserling showed us this chart
that indicated a high private investment ratio for 1951. I wonder
what proportion of our tax-amortization program played in that high
investment program. Something like $22 billion for 1951 and about
$11 billion on tax-amortization certificates. That would indicate that
it is dropping more rapidly than the chart seems to indicate.

Senator FLANDERs. (%orporate profits were retained and reinvested
so as to escape the Government take which it would have had to be:
paid if it had been distributed and then reinvested by stockholders.
And the other large element, as I remember, would be borrowed capi-
tal, and that escapes one of the two Government takes out of profits..

Mr. Brouea. One escapes the corporate tax, and the other escapes.
the personal tax.

Senator FLanpers. Yes.

Mr. BroueH. It is only fair to say that the tax system, while it
does have a strongly discouraging effect on a person making an equity
investment in a corporate enterprise, has, as you pointed out, a strongly
encouraging effect for the retention and reinvestment of earnings on
the part of a corporation. And the provisions of the penalty surtax
section 102 are such that the corporation feels the necessity for get-
ting those earnings into real assets instead of keeping them around
in the form of cash or securities. So that the tax system does have a
strongly stimulating effect on investment, but not necessarily the kind

-of investment nor the kind of business structure that we would like
to have.

Senator Franpers. It does alter the structure to the extent of en-
trenching the successful corporation in their position.

The CrsamMaN. Does not this discussion rather overlook the basic
character of the problem that faces us? We increase the taxes only
because the world is in such position as to require a greater outlay by
this Government for defense purposes. And we are urged to increase
taxes, also, In order to prevent the inflationary effects of the spending
for war and preparation for war.

If we were dealing solely with a normal peace economy, then a .
discussion of the effect of taxes upon the investment of individuals
would be pertinent and relevant, but it seems to me in the present
circumstances, with the questions before us and before the Congress
that are before us, the matter is just a little bit theoretical.

Senator Franpers. What you are doing is throwing this back to
the question of the budget now.

The Cramman. That is right.
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Senator Fraxpers. And these gentlemen have very properly dis-
associated themselves from any responsibility for the budget.

The CrARMAN. But we cannot.

Mr. BroueH. It seems to me that the situation during the next
couple of yeafs, with the great pressure of this military program on
‘our raw materials and other resources, is such that we are going to
get all of the investment that the economy is able to support and that
while taxation will have some effect possibly in the distribution of
that investment or the structure of its ownership, there will be plenty
of pressure for investment. The earlier comments about the attrac-
tiveness and unattractiveness of the investment have more pertinence,
perhaps far later years. The Congress, if it saw fit, could then change
the tax laws and restore the incentives.

Senator Franoers. I must confess personally to a pessimism about
this being a peak load. I think we are being introduced into a new
way of life. That is my pessimistic approach to this thing.

The CaatkmaN, May I make this comment, Senator? I think that
one who travels around the country nowadays will note that there
has been a very substantial increase of private investment in the areas
in which the investor can himself control the property and the busi-
ness in which the investment is made; that the investment which is
handled by investment trusts and insurance companies is channeled
not to small enterprise but to these huge aggregations which dominate
the economy in large-scale industrial production in which the little
fellow cannot possibly engage because of the tremendous amount of
capital that must be put up.

. Senator FraNpers. I am not disagreeing with that, Mr. Chairman;
there might be more things to say about it. But what does one do
when one’s guests are assembled and the host is not there?

The CrarMaN. One abandons the argument and retires.

Senator Franpers. I will be back. As General MacArthur said,
I shall return.

Representative Pataran. I should like to bring out one point, if 1
may. It is on the uses of taxes to prevent inflation. T thoroughly
agree with you that I think that is the best way to retard inflation ; that
is, through taxes.

'chZ)st of our money is based upon debt, is it not—practically all”
of it? :

Mr. BroueH. Yes.

Representative Parman. In other words, under our system we have
to go into debt to have enough money to do business on?

Mr. BroosH. Yes.

Representative Patman. If the Government céllects $100 in taxes
and pays that on a hundred-dollar Government bond owned by a bank,
that cancels out $100, does it not ?

Mr. BrougH. Yes.

Representative Parsax. Or if a person who holds the bond bor-
rowed the money to buy the bond, he canceled a hundred dollars?

Mr. BLouGH. Yes.

Representative Patman. To that extent there are fewer dollars
chasing fewer goods, as you brought out a while ago.

Mr. BroucH. Yes. :

Representative Patmax. So that to that extent it is a good cure
for inflation; at least it has a greatly retarding effect on inflation
through personal income taxes.
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Mr. Brouca. It has its maximum effect when the money is used in
the way you mentioned.
~ Representative Parman. If that money were paid, say, to an indi-
vidual who did not owe for it, why, he would just seek another ave-
nue of investment for it if the Government paid it to him after it
had been collected in taxes, and it would not be as retarding as if it
was paid on a bank loan? .

Mr. BuoucH. That is right.

Representative Parmax. How much in bonds do the banks hold
now, approximately, just in round figures?

Mr. BroucH. Securities of the United States Government held by
ag)l commercial banks were estimated at about $62 billion at the end of
1951.

Representative Pataan. I am looking at it strictly from the stand-
point of the Government and the consumers now. I am not thinking
about the repercussions on the banks or anything else. I am just con-
sidering strictly this from the standpoint of the Government and the
consumer. ° : :

Suppose the Government in collecting this money adopted the pol-
icy of just paying off this $62 billion as rapidly.as possible. Would
that have the greatest effect in retarding inflation, rather than pay-
ing it to people who would seek other avenues of investment?

111~. BroucH. You would have to have a surplus to pay off any debt
at all.

. Representative Parman. T am talking about this. If you collect the
taxes, if we collect money enough to pay the going expenses of the:
Government, and we have a surplus, say, of a billion dollars, to get
the maximum good out of the use of that billion dollars, you would
pay it on a bank-held debt?

Mr. Brouwen. I think so.

Representative ParMan. Where the banks had created the money
on the books of the banks to buy the bonds.

Mr. BroucH. Or even more on a Federal Reserve bank-held debt.

Representative PatmaN. On a Federal Reserve bank-held debt?

Mr. Brouer. That would give you the maximum.

Representative Parmax. Well, if you pay it on a Federal Reserve
b;}nk-%leld debt, how would that so greatly increase the retarding
effect?

Mr. BrougH. Because when the check was cleared through banking
channels you would have reduced bank reserves by the amount of the
repayment, and that reduction of bank reserve might have and would
normally have a multiplier effect.

Representative Parman. That is right. '

Mr. BroucH. And force the reduction of private loans and deposits,.
thereby, I believe, having the maximum effect.

Next to that, paying off the loan in the hands of the commercial
banks would have the most anti-inflationary effect. ) '

Representative Pataax. Would it not be about the same?

Mr. BroucH. It would be about the same if the banks have a ready
opportunity for changing some of the other securities they own into-
reserves; yes.
 Representative Pataan. Normally they can.

Mr. BroueH. Under those circumstances it would be more or less.
the same. : :
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Representative Parman. It would be exactly the same?

Mr. Brouer. The same; yes.

Representative Patman. So if we could arrange some way to pay
that money that we get to payments of the debt—if and when we get
some, if we paid it there—we would get the maximum benefits from it.

Mr. BLoucH. Yes. Iunderstand that was the policy of the Treasury
during those postwar years when we did have a surplus. To the best
of its ability it did use the funds to retire bank-held debt.

Representative Parman. I do not believe I will pursue this question
any further, Mr. Chairman, ‘

The CralRMAN. Mr. McKinnon?

Representative McKin~on. T have no further questions.

Th% CHAarMAN. Mr. Blough, had you intended to add anything
more ?

Mr. BroucH. There are a few lines of that in which I assumed the
committee would be interested; for example, why not enough taxes
are proposed to achieve a fully balanced budget. There 1s also a
point we did not get to talk about that Senator Flanders raised;
that is, the importance of trying to get enough revenue during this
period so that 1t will not be necessary to borrow from the banks and
thus reverse the process which Mr. Patman was just talking about.
The revenue asked for by the President would go a long way toward
eliminating the necessity for bank borrowing. I had planned to go
into that briefly. . .

Those were the major points, in addition to the tax limit question,’
which Senator Flanders indicated an interest in.

The Cuairman. Perhaps you might give us a word or two on the
first question that you mentioned, which we had overlooked, as to why
the President had not recommended a fully balanced budget. You
asked for it. Let us have it.

Mr. Brouca. I believe we can feel that under present circumstances
there has not been an abandonment of the principle of a balanced
budget for the defense program.

The CrarrMan. I am very much interested in your explanation be-
cause of your opening remark, which was addressed to the chairman,
the expression of sorrow that the chairman did not seem to be ad-
vocating increased taxes at this moment. '

No}v:r we get the picture, the answer to that very question from your
mouth.

Mr. Brouca. Under the circumstances it seems to me to be a justi-

"fiable position to ask for additional taxes, although the amounts
requested are not enough to balance the budget. There are two sides
of it. Why ask for any more? On the other hand, why not ask for
enough to cover the expenditures in full? !

Perhaps your earlier remark that one should not be completely un-
realistic has a bearing on the present circumstance in view of the
prospective $1414 billion of deficit for the fiscal year 1953, the delays
that take place in tax legislation and in taxes going.into effect, and
the fact that large amounts of additional taxes have been imposed
since the Korean outbreak. In approaching an increase of the magni-
tude required to balance the budget, we must consider not only whether
the country can stand it in the long run—and I think the country
could stand it in the long run—but also the impact of doing it all at
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once on the heels of the previous increases. We have a timing prob-
lem of how fast we can build up the tax system, considering the effects
on business and on consumers and on public support. The problem
is made more difficult by the fact that last year the Congress did not
respond fully to the President’s request for taxes and left between
414 and 5 billion dollars unprovided for. We have lost ground. In
addition to making up for the lost ground, we have this future big
increase.

The problem is one of the speed at which taxes should be increased
when they already are at very high levels.

In the second place, the program contemplates building up to a
peak of expenditures, followed by a decline in expenditures to a
maintenance level later on. It appears that there will be perhaps 2
years or so of peak expenditures which may then be expected to be
followed by a lower figure. I certainly hope so from the fiscal point
of view and the economic point of view.

Xt would hardly seem desirable, if the problem can be met in any
other way, to try to follow that peak up with ¢urrent taxes—in view
of the delays in the passage of legislation and in view of the height
of the rates and in view of the difficulties of finding sources of that
much revenue—only then to be faced with reducing them. This kind
of action would not seem to make much sense either from the view-

oint of fiscal procedures or from the economic point of view, assum-
ing that the probleins can be met in other ways. ‘

I think that the prospects of being able to deal with a temporary
moderate deficit without inflation are reasonably good if the controls
can be kept and preferably made more effective and if the savings of
the community can be held high, as they probably can in view of the
shortages of producer and consumer durable goods that are likely to
come—you do have a force encouraging the development of saving
in the hands of the consumers.

The Crarrman. Here is to me a very important fact that must be
faced. It has a bearing, I think, upon taxes and upon the deficit.

There can be no doubt that a pay-as-you-go system is the desirable
system, but an examination of the budget shows that the estimate for
interest upon the national debt is, I think, six billion three. The esti-
mate for veteran payments and benefits is something over four billion.

Veteran benefits and payments are governed not by each succeeding
Congress deciding what should be appropriated for that purpose, but
by the rates of payment fixed in the basic veterans law and the inci-
dence of the factors for which the benefits and payments are made as
they come through the years. :

Also, there is to be taken into consideration the fact that this Con-
gress will, undoubtedly, extend those benefits and payments to veter-
ans of the Korean war. But this total of in excess of ten billion three
is more than the budget estimate for the normal functions of govern-
mént which I recall to be ten billion two.

That is what confronts us.

Can we, in the face of those figures, continue to increase the deficit
and thereby increase the annual obligation of interest on the national
debt, particularly when we see constant demand for a higher interest
rate updbn Government bonds?

Mr. Brouca. We have a basic pay-as-we-go position, which is that
during the defense build-up, taken as a whole we should be on a pay-
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as-we-go basis. Thus far the Government has taken in about $2 bil-
lion more cash than it has paid out since the Korean outbreak, despite
the fact that during the last half of 1951 there was a substantial deficit,
even on'a cash basis. Certainly we-do not want a continuing deficit—
or a net deficit in the financing of the whole defense program. If the
revenue system is strengthened, as the President has recommended,
and if military expenditures taper off to a substantially lower level,
for a limited -period moderate deficits could be handled, to be followed
{)hep by surpluses, bringing the program as a whole to a pay-as-you-go

asis

The CaatrMan. Tobe followed by surpluses?

Mr. Brouch. I seeno reason why not.

The Crarman. Well, that would all depend upon the outcome of
the world problem, would it not ¢

Mr. BrouvcH. I am assuming.that we do not get into a large-scale .
war; and that the military program does come down after it has gone
up in a substantial degree. On those assumptions, strengthening the
tax structure by the amount asked for by the President, certainly does
. pave the way for surpluses after the peak load has passed.

The CrAIRMAN. The dilemma that faces us, I think, is clearly illus-
trated by the fact that these bills of limitation of which I have spoken
earlier, introduced both in the House and in the Senate, would provide
that not to exceed $71 billion should be expended during the next fiscal
‘year. If, therefore, you take into consideration the interest on the
national debt which I have mentioned and veterans’ benefits and pay-
ments amounting to, approximately, ten billion, three, and then the

“estimate for the normal functioning of Government, which is ten
billion, two, it will be necessary to deduct twenty billion, five, from the
seventy-one billion, which means that the security program which the
budget estimates at about sixty-five billion, would be reduced under
that level to $50.5 billion.

So that the question arises, what do you want for your morey? Do

" you want to save your taxes, keep more money in your pocket, or do

you want to defend the country against the communist danger.

Mr. Brouch. I think you have defined the problem very well.

The Cramrman. Then so far as this discussion is concerned, the
question is, which is easier to bear from the practical point of view to
gain tehe objective of defense, to do it by way of deficit or by way of
taxes? '

Mr. BLouea. Under the circumstances, I think a combination.

The Cuamrman. I said easier; I meant more practical, in view of
the points of view with which you have to contend.

Mr. KeyserLing. The Sénator has answered the question.

Mr. BrougH. You know much more about the political limit than
I do. :

From the point of view which I was expressing, it would seem that
we would get your minimum undesirable impact if taxes were high
enough to avoid more than a moderate deficit for a couple of years,
with at least enough taxes so that there would be practically no bank
borrowing. That seems to me quite an important thing.

The Cuamman. In view of the fact of the trend of the discussion,
I think that I will put in the record at this point the info¥mation
contained in the analysis of new obligational authority and budget
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expenditures which accompanied the submission of the President’s
budget. This shows that after deducting from the budget the total
major national security programs, which called for an expenditure
of $65,097,000,000, there remained $20,347,000,000 of which $14,005,-
000,000 are major fixed charges of one kind or another, like this veteran
service, transfer of payroll taxes to the railroad retirement account,
permanent appropriations, the postal deficit, public roads, public-
assistance grants and other items, for which provision is made by law,
the expenditure of which cannot be reduced unless Congress either
repeals the law requiring those expenditures or denies the appropri-
ation and lets the debt accumulate to be paid later on, but after de-
ducting this $14,005,000,000 of expenditure there remained for all other
expenditures of Government only $6,342,000,000.

So that the fiscal policy is'an extraordinarily complex matter which
is, unfortunately, not widely understood. So many people think
‘that economies can be effected in the normal functioning of the Gov-
ernment, but they give no consideration to the fact that that repre-
sents only a very small percentage of the total outlay.

(The tabulation entitled “Analysis of New Obligational Authority

and Budget Expenditures” is as follows:)

Analysis of new obligational authority and budget expenditures for fiscal years
1952 and 1953

[In millions)
Nev;g?ggfiatt}i’onal Expenditures
1952 | 1953 1952 1953
Budget totals:
Table 1, 1953 Budget_ .. ... iiiin oo $70, 881 $85, 444
Table 2, 1953 Budget_.._.. ---} $93,431 | $84,260 |._________[._.___ ...
Deduct:
Major national security programs:
Military services. ... 61, 655 52, 359 39,753 51,163
International security 9,397 8,238 7,196 10, 845
Development of atomic energy S 1,357 1,255 1,725 1,775
Defense production and economie stabilization. 702 1,145 678 811
Civildefense. ... ... - 75 600 44 339
Promotion of the merchant marine.........._...___.... 105 73 288 164
Total, major national security programs_.._____.____. 73, 291 63, 670 49, 684 65,097
Remainder. . - 20, 140 20, 590 21,197 20, 347
Deduct:
. Major fixed and continuing charges:
Veterans’ services and benefits 4,364 4,006 5,166 4,022
Interest.. _ . __________.__ 5, 955 6, 255 5,955 6, 255
Transfer of payroll taxes to railroa 773 723 773 7
Permanent appropriations 284 305 133 133
Postal deficit ' ... .. _._ 814 669 814 669
Reconstruction Finance Corporation.._.__. - 100 fooeo —50 —51
Federal National Mortgage Association. ... [ DU SO, 543 65
Commodity-Credit Corporation........_. - 454 131 206 233
Public assistance grants 1._.__.__ iy - 1,150 1,140 1,180 1,140
Publicroads. ... . ... .. 557 430 457 464
International Wheat Agreement_...._._._____ - 77 - 182 7 182
Payment of claims and reserve for contingencies..._.__. 41 125 92 150
Total, major fixed and continuing charges____________ 14, 569 13, 966 15, 346 14, 005
Equals: Budget totals, excluding major national
- security, fixed, and continuing charges 5,571 6, 624 5, 851 6,342
Existing legislation..._..__.._____ S, (5, 571) (5, 746) (5, 851) (5,697) .
Proposed legislation__ ... . eea [€:172:)] (O, (645)

t Excludes proposed legislation.
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The preceding table deducts from the totals of new obligational authority and
expenditures for the fiscal years 1952 and 1953 first the amounts for major
national security programs and secondly the amounts for the major fixed and
continuing charges. ’

The national security category includes all of the items classified functionally
in the 1953 budget as “military services” and “international security and for-
eign relations,” plus atomic energy and some programs initiated or expanded
during the present emergency.

The second category “major fixed and continuing charges” includes items not
subject to annual budgetary control, such as permanent appropriations, public
assistance grants, interest on the public debt, and payment of claims against the
Government. It also includes programs sometimes referred to as “open-end.”
They are programs the requirements for which are largely governed by the
exercise by individuals of privileges granted by basic law but still influenced
to varying degrees by administrative action. For example, the size of veterans’
programs depends largely on the number of veterans availing themselves of
hospitalization, readjustment benefits, pensions, insurance, etc. On the other
hand, the mortgage purchase program of the Federal National Mortgage Asso-
ciation is influenced by restrictions on credit and howe building.

The tabulation does not purport to make a segregation of defense and non-
defense expenditures. The residual total at the foot of the table includes
amounts for some programs which have been initiated or expanded during the
present emergency. Examples are defense housing, aid for schools in defense
areas, projects for expansion of electric power generation required by the defense
effort, and the port security program of the Coast Guard.. )

The Crmamman. You have not answered my question as to the
choice between taxes and deficit. I wanted your point of view, and
Mr. Keyserling said that I had answered it myself. :

Mr. Keyseruing. I thought I had answered it, too.

Mr. Brouen. I think the point of view that I was trying to ex-
press, which I think is the point of view of the Council, is that we
would like to see this paid to the largest extent possible currently
through taxes; that under the circumstances covering expenses com-
pletely by taxes each year does not seem to be a feasible thing to do
because of the speed of increases and the magnitude of increases that
would be necessary, and the fact that the increases would be followed
by decreases as we come down from the peak of expenditure ; that we
think the tax program which was asked for last year, or the amounts
asked for, at any rate ought to be provided, and we believe would
largely save the Government from the necessitv of borrowine addi-
tional sums from the banks; and that this program would have the
highly desirable result of strengthening the tax system to the point
that it could carry the longer load with a balanced budget, and possi-
bly with a surplus.

So we feel that it is highly desirable to have some increases in taxes
at this time, but that, for the reasons mentioned, it is not either nec-
essary or desirable to try to cover the whole increase in expenditures
that 1s scheduled to take place, if the President’s budget becomes
effective. .

Is that not roughly our position?

Mr. KeyseruiNG. Yes, plus the fact that, if taxes are inadequate, it
is better to run a Federal deficit than seriously to weaken the defense
program. The economy, if necessary, can carry both the defense pro-
gram and some deficit, and still be strong and get stronger.

The CuarMAN. Are there any other questions? .

Representative McKINNON. Your feeling is that you would look
at it from a series of years, rather than any individual year in balanc-
ing the income and outgo? ;
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Mzr. Broues. If it were feasible to do it in each year, that would
normally be the best way to do it, but when you have the prospect of
a very big increase followed by, we hope, substantial decreases shortly
thereafter

Representative McKinNoN. You draw your line through there?

Mr. Broucr. There are reasons to try to look at the whole picture
together. So long as the tax yield is large enough and your other
methods of controlling the situation are strong enough that you do
. not get substantial inflationary pressures out of it during these years
of moderate deficit—that, I would say, is the combination of princi-
ples which it seems to me it would be wise to follow.

The CHatRMAN. The committee will recess now until 2:30 o’clock,
and at that time Dr. Clark will discuss the long-range problem as
indicated by Mr. Keyserling, and other stabilization policies, in the
light of the growth of the inflationary pressures.

The meeting will be in this room at 2: 30 o’clock.

(Whereupon, at 1:30 p. m., the committee recessed, to reconvene
at 2: 30 p. m., the same day.)

AFTERNOON SESSION

The Cuamkman. The committee will come to order, please.

Dr. Clark, when we adjourned at noon, you were the only member
of the committee who hadn’t spoken. It is now your turn, Dr.
Clark.

STATEMENT OF JOHN D. CLARK, MEMBER OF THE COUNCIL OF
ECONOMIC ADVISERS, EXECUTIVE OFFICE OF THE PRESIDENT

Mr. Crark. Mr. Chairman, I want to take up a particular subject
at the outset because I am sure it will be of considerable interest to
the committee, although it requires that I set aside for a time the
consideration of the inflationary prospect and the consideration of
the several recommendations of the President with respect to national
economic policy in the coming year. '

The specific point of national trouble which was in mind when
the Employment Act of 1946 was passed was the problem of de-
pression and of economic policies which would prevent depression,
if possible, or depression having come, would modify its effects and
cause an earlier return to more active business conditions. Unem-
ployment stood out as the one great danger resulting from depression,

*to which society could not be blind and about which Congress must
have concern. The name of the act itself indicates the dominant
position of the question of maintaining employment. In the first
section of the act the national policy for which it is devised is described
as one for the use of the resources and programs of the Government
to maintain maximum production, employment, and purchasing
power. :

When the act became effective through the appointment of the Coun-
cil of Economic Advisers and the appointment of this joint commit-
tee, the situation had already developed as one not of threats to
employment, but one of inflationary danger, which threatened the sta-
bility of the economy. By common consent, both the joint committee
and the Council of Economic Advisers and the President, in his eco-
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nomic reports, acted upon the assumption that their duty under the
statute, although it was specifically directed to problems of maintain-
ing maximum employment and production, included a responsibility
for proposing national economic policies to preserve a stable economy
against the threat coming to it in a period of inflation. That has been
the economic situation from that time.

In 1949 there was a brief interlude in which a large part of the
business world feared that we were entering a period of serious re-
cession, which would cause us toturn our attention to the specific func-
tions that are set out in the act. That period passed very quickly
and was succeeded by rapid growth in economic activity, which I
would characterize more as one of entering a real boom period rather
than, as Senator Flanders characterized 1t this morning, as one in
which we had just about pulled out of a recession.

June 1950 we had attained a level of industrial production, a level
of employment high enough to cause a good many business analysts
to forecast a down-turn later in that year, a view in which the Council
did not concur, but which was held by a great many people. We were
in a real boom by the middle of 1950.

At this time there are a great many people——

Senator Bextox. Do you attribute that to the outbreak of the Ko-
rean war? .

‘Mr. Crare. We were in a boom by the time the Korean war broke
out.

Senator BENTON. Even before? ‘

« Senator Franpers. The Korean war didn’t make the boom. That
is the point. . :
. Senator BENTON. Most people think the Korean war did make the

00N,

Mr. Cragrk. There are now many people who wisely worry—if they
are the worrying type, it is wise for them to worry about it—about the
situation we will be running into when the mobilization effort has
passed its peak. We can describe the peak, I think, as one involving
expenditures for the security programs, as they were defined this
morning, at an annual rate of $65 billion. The expenditures might
be somewhat higher by the second half of 1953. It all depends
upon the judgment of the Congress and of the executive officers of the
Government as to the speed with which a program of build-up, par-
ticularly for the Air Force, should move forward. '

But the $65 billion rate, I am now assuming, will be just about the
peak of expenditures on the security programs and will continue—
we will attain it, according to the present schedule, by the end of this
year.

The Cumairman. Calendar year?

Mr. Crarg. Calendar year.

. We will maintain it through 1953, calendar year, through the first
half of 1954. When it begins to—not level off, but to move downward,
is a speculative matter, but certainly not before the middle of 1954.

The Cuammaxn. Isn’t that wishful thinking?

Mr. Crarg. That it can begin to move down?

The Cramrman. That it will begin to move down then. We have
no evidence, it seems to me, that the policy of the Kremlin will be
altered in any respect by 1953 or 1954, and every evidence to the con-
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trary, that the Russians are pursuing a deliberate policy of provoking
as much economic distress for the United States as possible.

Mr. Crark. Senator, the program has one element that is not taken
jnto account. It includes very heavy expenditures to prepare a pro-
duction base which, having been prepared, does not have to be ex-
panded further, and that expenditure will drop out.

Senator BexTox. Stockpiling plants and things of that kind.

Mr. Crarg. By the middle of 1954 we will have a productive ma-
chine for military purposes under way which will be able to turn out
goods so much faster than we can possibly use them for military pur-
poses in the absence of a real shooting war, that I do not think there
will be anyone proposing that we expand them still further.

The threat from Russia will require-the continnance of a high level
of military expenditure on a preparedness basis, maintenance basis.
T think that is the term we use in the report. That period may come,
if not the middle of 1954, say, at the end of 1954. But it is 2 or 3 years
off.

The Cuatrman. The point you are making is that the mass-produc-
tion machine for turning out implements of war will have been com-
pleted at least by 1954 and thereafter, in the absence of a war, the
demand for military spending will be for the product from this
machine.

Mr. CLark. That is right, and for much less product than the ma-
chine is able to produce.

The CHAIRMAN. Unless we get into war.

Mr. CLarg. Because that is the plan.

Senator BExtoN. Even on the second point, Charlie Wilson testified
before the Banking and Currency Committee that there will be a
decline because you will have inventories that will make a drop in both
categories—on the capital side and -on the material side.

Mr. Crark. The combination of those factors will mean a substantial
drop in the expenditures on the security program.

Senator Fraxpers. There is an element of judgment, is there not,
in the number of years in which this build-up should be distributed ?
If there is such an element, it is based on judgment as to when and
whether the Soviet Government will make a military, a large-scale
military attack. It seems to me that our problems of adjustment are

oing to be more difficult the more our preparation is contracted and
less difficult the more it is spread out. That, however, is not a question
of economics, except as to results one way or the other. It affects the -
economic situation, but the judgment is primarily political and
military. ’ o

Mr. Crark. And it is those effects that I want to discuss.

Senator FLANDERs. Yes.

Mr. Crark. If the peak of expenditure reached at the end of this
year runs through calendar 1953 and most of calendar 1954, and is
65 billion, and we find one stage of our work completed and we drop
back to a maintenance basis, if it is $20 billion less, that still leaves
$45 billion a year that we are spending on the military machine and on
the related security programs. If total expenditures shall have risen
to $95 billion—by another $10 billion, which would be $75 billion for
the security program—and then defense outlay drops back to $45
billion, the drop is $30 billion. I do not think we need spend time

04757—52——75 -



60 JANUARY 1952 ECONOMIC REPORT OF THE PRESIDENT

figuring just which of those is the most likely because the problem is
created by either. Itiscreated by a drop of $20 billion in Government
spending or in a more aggravated form, of course, by a drop of $30
billion.

The fear that is expressed today is that that kind of a drop in Gov-
ernment expenditures, which means a discontinuance of much of the
Government demand for goods and for labor, will precipitate a serious
depression. Not only are people in the United States worrying about
it, but people abroad are worrying about it because they know that a
depression in the United States would have an immediate effect on the
attitude of the United States with respect to foreign aid of all kinds.

During the recess I read a brief item, telegraphic report, of the views
expressed in the current issue of the London Economist on that very
point. They have the fear that in 1954 this country will be entering
upon a serious depression as the result of the dropping-off of the
security program.

Senator ¥FLanpers. Mr. Clark, would you mind making some com-
parison between what may presumably happen at the end of our peak
defense program and what happened at the end of our war effort?
There is something to be learned in a comparison of that sort, I am
sure.

Mr. Crark. I couldn’t avoid that, Senator, because that is about
the only thing that you can get your teeth into for the purposes of
coming out with some kind of an assurance about what we will
experience. _ .

Senator Bexton. Your point is right. Europe is terribly worried
about this. I heard Ray Willis says a few months ago, “When Amer-
ica coughs, Europe thinks it has pneumonia.” That puts its very
graphically. That is an important problem for Europe, that problem
that Dr. Clark is discussing.

Mr. Crarg. Several groups have spoken to us in our meetings with
them about their feeling that the Council of Economic Advisers should
be giving attention now to the economic programs that will be neces-
sary to protect us from serious depression when this change occurs.
We also have been somewhat belabored by individuals outside the
groups because we have not come forward with our views about the
program which will then save the country, or save its prosperity. I

- suspect that most of these individuals have been eager to have us ex-
. press views so they then could have a whipping boy for their editorial
comments,

In the annual review, in the final pages, we do comment briefly upon
this coming problem. Mr. Chairman, I would like to put that out on
the table as we see it and discuss the things that then might be done
to meet the problem in the size that we now view it.

That brings me to the point, Senator Flanders, which you com-
mented upon: What can we learn from our experience after World
War I1?

They have been good enough to put on the board the chart Mr.
Keyserling used this morning, which showed what took place between
1944, which is the middle bar standing by itself, and what took place
in the postwar years, the black portion of each bar representing Gov-
ernment purchases of goods and services. In the upper panel you get
it efpressed in dollar figures on a common basis of the 1951 price

evel.
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Comparing the large black area in 1944 with the corresponding area
in the next bar, which is 1947, you will see the great drop in dollar
amount on a common price basis in expenditures, Government expend-
itures, between the two periods.

In the lower panel, the percentage of the total national product
devoted to several major purposes 1s given and again the black bar
indicates the percentage of the national product going into Govern-
ment purchases of goods and services in 1944, and in each of the suc-
ceeding years, beginning with 1947.

But I would like to ask you to turn to a table which gives figures
that are not difficult to grasp. It is on page 169 of the annual
report. There is a table of gross national product, divided into the
major categories, on a common price basis. They use 1951 prices
for the purpose of bringing all these figures into harmony.

On the preceding page there is the same kind of table, using 1939
prices as tﬁe. common base. But I will use the 1951 one.

In the first column, the gross national product in 1945 is shown at
$380 billion. That is on the basis of 1951 prices.

In the fourth column from the end of the line, under Government
purchases of goods and services, the total Federal, State, and local,
as given, is $159.5 billion. Federal expenditures for national security
purposes given is 144.2.

Moving down 3 years to 1947, you find the gross national product
was 271.5 billion and Federal expenditures for national security pur-
poses was 14.5 billion, a drop from the enormous expenditures of 1944
of $130 billion.

Compare that with the prospective drop that I have already specu-
lated about, that perhaps in 1955 expenditures for national security
programs will drop from an annual rate of $65 billion to an annual -
rate of $45 billion, a drop of $20 billion. :

Obviously, we are not going to meet a problem anything like a
serious as that which we had to meet and which we successflﬁly over-
came after the Second World War.

Senator BenToN. Did we produce more in 1932 than we did in 1929 ¢

Mr. Crarg. One hundred and eighteen billion in 1932, and what was
the other? In 1929, 167.

Senator BEnTon. I read the chart as 117. )

The Crarryax. Referring to your point as illustrated on page 169,
is it not emphasized by glancing at the total of personal consumption
expenditures for 1944 as compared with 1947, the same 2 years in which
you pointed out there was a drop of 130 billion in national security
expenditures, in those years the total personal consumption expendi- .-
tures jumped from 155.3 to 188.6. There was a jump in gross private
domestic investment from 13.3 in 1944 to 40.2 in 1947, indicating that,
while there was a heavy curtailment of Government expenditures for
war, after the shooting stopped, private expenditures gained and
Government expenditures for normal purposes also gained, thereby
having the sum total of Government normal expenditures and private
expenditures raising the level of money flow into the economy which
brought about the result you are talking about. ‘

Mr. Crark. A high level, but still a level far below 1944.

The CrHamRMAN. Oh, yes. -

Mr. Crarg. Inother words, we did not make up the whole gap. We
didn’t come anywhere near making up the whole gap. We were $50
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billion short of making up the full gap and yet we had a booming
economy. - o

The Crarman. The prediction of which you speak was made when
the shooting stopped. It was currently stated in the press that it
would be necessary to keep men in the Army in order to prevent a
" terrific unemployment problem. ,

Senator FrLanoers. I want to pull the CED out from under that
prediction.

The Cuairman. CED didn’t make it.

The men were discharged, the Army was demobilized. Many of
us now think it was demobilized too fast in Europe and that the iron
curtain would not have advanced as fast and as far as it did advance
had we kept our troops there. But they were discharged, and the
recovering normal economy took up the slack and we did not have the
unemployment that had been predicted, nor the depression.

Senator Fraxpers. Dr. Clark, have you thought as to the com-
parative effect of unsatisfied demands and savings which go together
to maintain the private economy, after World War 11, as compared
with what might be expected after the recession in our defense expend-
1tures? . o

Mr. Crark. Yes, we have a view of that, Senator, that probably is
not quite the ordinary view, but we think it is very important. We
think that too much emphasis has always been placed upon what we
call the backlog of demand.” It now would be an error, we feel, to
assume that there is a pregnant difference between the conditions
after World War II and the conditions that will follow the mobiliza-
tion peak, the present peak, from the standpoint that then there was
a very large backlog of demand for many kinds of goods which had
been unavailable during the war.

Senator FLaxpers. You have allocations to reckon with. ,

Mr. Crark. There were no new houses or automobiles during that
period. There was a shortage in ordinary consumer goods as com-
pared to normal demand. All of that, we are supposed to look on, as
having furnished the foundation from which a rapidly expanding
new economy would be growing and that was why we had such good
luck in avoiding the disaster of a desperate depression.

Senator BexTon. Do you question that thesis?

Mr. CLark. We do. We know there were backlogs, yes. We know
that people were eager to buy all of these things, but if you look at
the amount of buying of those very things which took place in 1946
and 1947 and, if you want to think of this backlog as still having an
~ influence 3 years after the end of the war, in 1948, if you look at how

much of all of these goods were produced and did go to the consumers
in those 3 years, you will find that the volume wasn’t anything like
enough to account for the booming economy that took place. 1t was
the whole range of goods and services which expanded.

Senator BeNToN. But lots of those goods—particularly the selling
and promotion of those goods—didn’t come into it until the fall of
1947.

Mr. Cragk. That is the point I am making, Senator.

Senator BexTon. So it went all over into 1948 and 1949.

Mr. CLark. As I say, I don’t know how far you want to extend this
theory of backlog. I think by 1948 the backlog idea ought to be
shelved.
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Senator BexTox. I can give you evidence of the other. :

Senator Franpers. Then there was a reluctant backlog that.was
developed by advertising. . o

Senator Bextox. The queue-line backlog was exhausted. . That 1s
the important distinction. In the fall of 1947 they reemployed their
sales organizations and began to bring out the undeveloped backlog.

Mr. CLarg. The theory of a backlog being responsible for our good
fortune in avoiding a depression after 1945 is that the demands of
consumers for the goods they had not been able to get and which they
were quite able to buy brought about an enormous expansion of em-
ployment in the production of those goods :
Senator Fraxpers. T traded in a new automobile the first chance I
had. : '

Mr. Crark. Of course you did.

Senator Bexrtox. In fact, we had to use pull to get one.

Mr. Crarg. As Senator Benton said, it was not until the end of
1947 that production of those things began to hit a high peak. There
wasn’t that big employment in automobile manufacturing or in hous- -
ing in the latter part of 1945 or 1946 or the first part of 1947.

Senator Bexrtox. That is vight. . ,

Representative McKinxoN. They were tooling up. - o

Mr. Crark. Yet we had a booming economy during that. period.
Where did it come from

Senator Bexton. A lot was anticipation. :

Mr. Crark. It came from the expansion of the entire process of
production. Goods and services in every line were being produced.

Senator Fraxpers. What element did savings made during the war
play in that? .

Mr. Crark. It furnished an opportunity for abundant buying
power to consumers, which, added to current income, which was be-
ginning to increase, furnished the active demand for goods as fast as
goods would be produced. : :

Representative McKixxox. What were the accumulated personal
savings in 1946 and 1947?

Mr. CLark. We don’t run a table like that. '

Senator BrxTtox. It was over a hundred billion dollars.

The Cramyan. I take it you have defined “backlog” as meaning
a demand by persons with purchasing power for things that they
would have ordinarily purchased had they been manufactured.

Mr. Crarx. Yes, sir. ,

The Cuairaan. In other words, a stable purchasing power for
goods they were accustomed to buy. What actually happened was
that by reason of the increased purchasing power of people who had
never purchased such things in the past, there was a bigger demand
by far than the backlog for production.

Mr. Crarg. Yes. ,

Senator Bexron. I think that puts it very well. I think the back-
Jog played a’bigger part in businessmen’s enthusiasm to go out and
develop that second kind of purchasing power than is generally real-
ized. It was the bait in front that put a lot of the steam into the
activities of our business economy. .

Mr. Crark. Senator, you are right. That anticipates what T would
have said later. One of the reasons we had such good fortune after
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the war was because the business world had been persuaded that they
should not make their plans for the postwar period upon the basis
of a sure depression, of a sure drop in employment.

Senator Benton. That is no doubt correct.

Mr. CLarg. And a loss in consumer’s markets. They were condi-
tioned to that more optimistic view of the prospects. '

hSenator BenTon. And they knew the backlog was there—those two
things.

Mr. Crark. By the fine work that the CED did, they were condi-
tioned to a more optimistic view of the prospects. I have often said
this;so I am not saying it merely because you are here.

Senator Franpers, Senator Benton and I are both listening.

Mr. Crark. Also there was similar work done by the United States
Chamber of Commerce during that period, which'I ran into. It was
necessary to sell the American businessman, then, upon the idea that
he didn’t have to get a storm shelter ready to dive into as soon as the
enormous prosperity and activities of the war had been cut off by
peace. He was being told by the “croakers” everywhere that he must
get himself in shape to cut down; and he had to be persuaded that
what he should do was not plan to cut down, but plan for a bigger
market than the country had ever before furnished the American
businessman. :

. The Cramman. To put it in another way, I take it it would be
appropriate to say that a modern businessman does not have to de-
pend upon what, in our youth, they used to call the carriage trade.
It is on the trade of the masses of the people that modern business
depends. ‘

Mr. Crark. That is what they did rely upon and they made it quite
clear that their rosy expectations of future business opportunities
arose out of their analysis of the ordinary American family and its
future demand backed by its future buying power. That is very defi-
nitely not the carriage trade.

Senator BentoN. These people you call the croakers, came out of
Washington—very famous ones. They showed us charts beautifully
drawn, like this, that there would be 15 million unemployed within
6 months after the end of the war—15 million—that had to be offset.

Mr. Crarg. You had quite a refractory field to work in when you
tried to persuade American businessmen to have the courage to make
ready for expansion. Compare that with the present situation. There
is no such feeling today among American businessmen. They have
vorries a little bit about just what will happen shortly after a cut-
back, after Government expenditures are cut, but they are showing,
in every possible way, their confidence that the progress of American
business 1s bound to be upward. In the last few weeks there have been
some amazing announcements of financing arranged by some of our
largest American corporations for enlargement plans, enlargement
of a productive plant that is already very large, to take place well
beyond the period of this emergency boom. They aresshowing their
faith in the progress of America from normal expansion of a people
whose wants are the final determination of the size of the business
world.

And our approach to this whole program, gentlemen, is based upon
that principle, that we should discard absolutely the idea that any
problem is going to arise when this mobilization peak is passed, which
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will require that the Government step in to fill a gap in buying or in
the demand for goods and services.

On the contrary, we assert the principle that we must reply upon
the general economy, that the general economy can be relied upon,
because a growing population of Americans, with increasing incomes,
. will assuredly furnish a demand which will enable business to move

forward upon a progressing base and will avoid any recession of
business levels.

There will be problems, however, that will have to be met in order
to attain that progress. I think that one of the most serious prob-
lems that we will face then is the problem of competition. Ameri-
can business will have the markets available. The people will have
the resources to enter the markets and to buy goods in a volume suf-
ficient to maintain maximum employment. But the prices will have

. to represent the influence of real competition. If business endeavors
to maintain prices at the level that we will have when this shift in
conditions arises, they will kill their own fine opportunity.

The Cuamyan. That is actually in the future, 1sn’t it?

Mr. CLark. No; we are talking about a period 2 or 3 years from
now. ‘ :

Senator Benton. He is talking about 1954. :

The Crarmman. That is very encouraging. Do you think within
2 or 3 years the peak will have passed, the peak of military spending?

Mr. Crarx. Oh, yes; 3 years. .

The CrammaN. And that is on the basis that the machinery for
military production having been fully created by that. time, military
spending then would be only for the product of the machine?

Mr. Crark. Yes, sir; that is right.

The Cuamman. And that assumes again that we do not go into
an all-out war? : :

Mr. Crarg. Oh, yes. None of this would apply, of course, in
case of a shooting war. .

The CHAIRMAN. And, then, of course, there is also the other danger
which is implied by some of the reports we ‘get from abroad, the
message that Mr. Churchill brought to us, asking that there should
be at least a token force at Suez to maintain the Suez Canal for
the world rather.than for the British and the French, and the mes-
sage we get from France that the French economy can no longer
maintain the fighting at Indochina, that perhaps the tin in Malaya
" may need protection from the Red Chinese, and the United States .
may,_have to engage in military spending for those purposes. All
that is not taken into consideration.

Mr. CrLarx. We don’t take that into account. We base this dis-
cussion upon the budget that the President has presented and take
the size of expenditures for the security program out of that budget.

The Crairman. Of course, there are many Members of Congress
who think in terms of the length of the period during which mili-
tary expenditures will be necessary and what the annual amount
of those expenditures will have to be. Then, of course, there is its
impact upon the normal economy.and the capacity of the economy to
sustain that. The President’s economic report and your supporting
view gives the answer that these expenditures can be sustained be-
cause we have a general economy which has expanded far beyond
anything we had before. '
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Mr. Crark. That was what Mr. Keyserling was covering this morn-
ing. He was covering the ability of tlie economy to sustain these ex-
penditures during this period of high mobilization expenditures. I
am moving beyond that to the period where the expenditures are off

- $20 billion a year.

The CraRMaN. Off $20 billion. Expenditures for fiscal 1953 are-
estimated at 85.4.

Mpr. Crark. Sixty-five of that is for security.

The CHAIRMAN. Sixty-five is for national security. Your discus-
sion is based upon the thought that that 65 will be reduced to perhaps.
45 and then we will run along at 45 as long as this condition exists.

Mr. Crarx. Thatis right. 'That is what I am assuming.

Senator Benton. That is Charlie Wilson’s testimony. That is
what be says the program is.

Senator Fraxpers. That was brought to my mind by what Senator
O’Mahoney said earlier—what substantiating information have you
to indicate that our present effort is primarily directed toward the
means of production rather than the stockpiling. gy

The Cramraaxn. That was the testimony before the Appropriations
Committee last year consistently. That is the program that has been
outlined by Wilson and carried out by Lovett in the Department of
Defense. .

Senator FLanpers. I just wanted to feel some confidence that that
1s the way it is going.

Mkr. Crark. I think you have Mr. Wilson before you later this
week.

The CHAIRMAN. Yes.

Senator Franpers. We can discuss that question with him.

The Crxarrman. Last year various branches of the Department of
Defense made requests of the Department of Defense in preparation
of the budget for a total of something like $104 billion. It was cut
down to something over 60 before it was presented. This budget has
been cut down below not only what the various elements in the De-
partment of Defense wanted, but what the Department of Defense
itself asked of the Bureau of the Budget and the President. This is
substantially lower than that.

Mr. Keyserting. May I make just one comment, Senator, tieing
in what Dr. Clark said with one point that was raised, to show the
connection between the two periods?

There are two basic arguments advanced from the economic point
of view, as distinguished from what Senator Flanders calls the political
point of view, about the size of the security program. The first is that
the economy hasn’t the strength to stand the strain, and still get a
high enough level of industrial strength and civilian strength. We
tried to cover that this morning.

The other argument, which is sometimes heard, is this: If the mili-
tary program gets too big, although the economy can stand that strain,
the size of the decline in defense outlays later on would strike the’
economy a staggering blow. This argument is sometimes addressed
to the size of the now proposed program, as a basis for reducing it
substantially. It is to this argument that Dr. Clark’s remarks were
addressed.
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Senator Fraxvers. With my pessimism as to whether there is a peak
or not, I still feel that we should be at this moment digging in for
the long pull on some basis which, if necessary, we can continue for
many years. That expresses my point of view at the present time,
which may be subject to correction after I have listened to more
testimony.

The Cramyax. The question you will want answered on the basis
of the testimony and views we have received today is whether or not a
$45 billion expenditure for national security can be maintained under
our economy and with a pay-as-you-go tax program.

Senator Fraxpers. Yes; that is the general idea.

Senator Bexrox. And is it big enough.

Senator Fraxvers. Is it big enough or is it too big.

Mr. Brouen. It is not my understanding that anybody in the ad-
ministration is saying that the size of the Armed Forces or its prepa-
ration for action will go up to a peak and then decline, but that in set-
ting a certain standard for our Armed Forces, it will cost a lot more
in the build-up stage than it will in the later stage, so that this reduc-
tion and leveling off doesn’t mean that the reduction of the forces
t}ﬁemselves will take place, but only of the annual cost in maintaining
them. )

The Crammaxn. Dr. Clark, a year ago Wilson’s program was based
upon the assumption that 20 percent of the national output could be
safely devoted to national security without any difficulty at all. That
would be sufficient to build the mass production military machine.
Is that still the view? '

Mr. Crark. I don’t think that is just the way it was phrased, Sen-
ator. T think it was said that a burden up to 20 percent was not so
serious that we should shy away from the security programs because
it involved that much. It was not set as the limit to which you could

0.
The Cuamaran, Noj it wasn’t set as the limit, but that was the plan.

Mr. Crark. Yes. :

The CrarMax. Ave you talking in terms of the 20 percent military
‘security program for a period of years?

Mr. Cragrg. Sixty-five billion would be 20 percent of the present
gross national product.

Forty-five would be that much less.

The Cmairman. If it could be dropped off to 45, it would cunsid-
erably lessen the goal. ‘

Senator Bextox. Fifteen percent.

What has happened to the year we lost here? Mr. Wilson last year
before the Banking and Currency Committee said this point would be
the middle of 1953 or the fall of 1953. Now you are testifying today,
after we have spent a year, that we are right where we were. It is
still as far off as we were a year ago. It is now the middle of 1954. A
year has gone by and we are exactly where we were before on the
treadmill. )

Mr. Cragrk. I have heard several explanations, but I am going to
leave that to Mr. Lawton tomorrow and to Mr. Wilson, when you
have him here on the following day.

I believe he will have something to say about the enlargement of the
Air Force program. That is the principal factor involved, that they
are absorbing that enlargement not by accelerating the immediate ex-



68 JANUARY 1952 ECONOMIC REPORT OF THE PRESIDENT

penditures, but by spreading it over a longer period—the total pro- -
gram over a longer period.

There are some specific places in this future which I am discussing
where we can see that there will be compensating expenditures that
will take up some of the gap left by the decrease in the military ex-
penditures. I think by tﬁis time tKat all skepticism about the esti-
mate the Council of Economic Advisers made in the past years about
the demand for housing must be pretty well dissipated. Today no
one can doubt but that the annual demand for new houses in this
country is-way above the 800,000 which we are proposing for this
year and which is arousing a storm of protest. That is the largest
single source of additional demand for labor and materials which
we will have come into the market once we are prepared to meet those
requirements.

. The Cramrman. The storm of protest, 1 take it, is because it is too
ow. :

Mr. Crarg. Yes. Everybody talks of 800,000——

Senator BENTON. Who 1s protesting ¢ /

Mr. Crarg. As being a terribly inadequate figure.

Senator BeNTon. The building industry?

Mr. Crark. Oh, yes—and communities.

Senator Franorrs. Have you figured out on some basis what would
be a normal demand for new housing? It would be a function of
obsolescence, deterioration, population size growth and all the rest
of it. Have you ever tried to figure out from that what would be a
normal demand? = -

Mr. Cuark. I should refer that to Mr. Keyserling, except he is
embarrassed——'

Senator Franpers: He doesn’t look so.

Mr. Cuarg. He made an extravagant estimate about 7 or 8 years ago
of the need for housing which now turns out to be so low that I don’t
know whether he will want to offer it.

Mr. Keyseruing. I think housing, Senator Flanders, is a good indi-
cation of the question you asked before, as to what the real sources of
demand are. For that purpose, the middle of 1950, before Korea, is
an even better example than 1947 because, while you might argue that
we were still traveling along on backlog in 1947, it is a little harder
to argue that we were still traveling along on backlog in 1950. It is
our feeling in the Council that, while, of course, the backlog argument
has considerable merit, to a large degree demand is really a function
not of backlog nor of savings but of standard of living as a function
of current production and current income. Consequently, our esti-
mates of housing derhand, and automobile demand for that matter, in
most of the years between 1947 and 1950 were higher than the esti-
mates of the industries, because the industry’s computations were made
mostly upon two things—backlog demand and prewar norms. Our
estimates placed more stress upon the current productive power of
the economy, the reasonably good distribution of income, and demand
as a reflection of the people’s standards of living at that level of pro-
duction and income. :

In 1947, when we first projected our housing estimates—and they en-
visaged 1 million to a.million and a half new nonfarm units per
year for a decade—a tremendous dissent went up. Strangely enough,
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it went up from the building industry, which said that this would
sati:il(tie the market, and that any figure over a million was out of this
world. :

Now, after having built as high as a million and a quarter houses
in 1 year, when housing was cut back to 850,000, which was higher
than the highest level ever made before World War 11, they regarded
that as phenomenally low. .

That is the best illustration of the thesis Mr. Clark is advancing,
that it is largely a matter of production, assuming you have the proper
price adjustments and the incomes which permit and entice buyers
to take the goods off the market.

Senator BzxtoN. Is your estimate now one million and a quarter?

Mr. Keyseruing. I would say a million and a half farm and non-
farm units for 10 years, assuming a high-level economy—a million
and a half units for 10 years would cover population growth and would
liquidate, over a 10-year period, about half of the truly obsolescent
housing. That would be the outlook if not for the defense emergency.

Senator Bexton. What is that in money ?

Mr. Keyseruing. If you took an average cost of $7,000, that would
be a million and a half times 7,000, an annual investment of 1014
billion for the housing alone, and more for facilities, and so forth.

Representative McKinnNon. Seven thousand is way low, isn’t it,
as a figure? :

Mr. Keyseruing. Yes; it is a little low. :

The Cuairman. Getting back to your statement, Mr. Clark, are we -
to assume that on these factors that you have outlined, inflationary
pressures might be expected to recede somewhat ? ) :

Mr. CLaRk. I was giving my attention to the question of whether it
would be able to maintain a high degree of employment and, of course,’
as was said, high production would have to go with it. I wasn’t look-
ing to that period for the opposite dangers. '

The CuamMaN. I didn’t mean to bring up anything about the
Eeriod following the occurrence, but whether or not, 1n your judgment,

aving passed the peak of 65 billion, or whatever it may be, for mili-
tary expenditures and having dropped back to a base of 45 annually,
the effect would not be to reduce inflationary pressures during that
time. '

Mr. Crarg. Oh, yes. We expect that with the leveling off or the
dropping off of the securities programs, the inflationary pressures will
be reduced enough to make it possible to eliminate a good many
controls.

The CmairmaN. That would mean, then, that the allocation of
materials so as to prevent the construction of more than the given
number of automobiles or more than the given number of houses and
such products, the other controls might be dropped.

Mr. CLark. Yes. We think that you could certainly have a free
market in building materials which would enable more than a million
and a quarter houses to be built without any Government orders needed
to authorize it. We think the automobile production would be able
to step up again. : .

The shortages in copper will be the more disturbing problem for
that long a period. The steel situation ought to be remedied by the
end of 1954 certainly and perhaps much earlier. The aluminum
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situation will be very much improved by 1954. Copper is the one that
they worry most about. . .

Let me mention a couple of other needs which we will be wanting to .
fill as soon as the opportunity arises. These are on the Government
side. Our highway system is deteriorating rapidly. We are not nearly
keeping even with it. With its decline, we ought to be expanding
instead of which we are dropping further back. This committee has
already made one special report on prospective highway construction
requirements which had some amazingly high figures on what that
would be. Here is a place where one kind of Government expenditure
would step in to make up some of the gap caused by a decline in an-
other. :

Equally important and praiseworthy would be our attention to
public school buildings. There is certainly going to be continued pres-
sure for school construction throughout this entire period. The pres-
sure will be so great that the control authorities will often have to
yield a point at times in order to meet some of the requirements. As
soon as the pressure is off so we can resort to that kind of construction,
it ‘will be under way. Hospitals are also going to present somewhat
the same kind of problem.
~ Mr. Chairman, I want to return briefly to the other aspect of the
subject I was to discuss, and I think it can be a very brief discussion.
- Senator Fraxprrs. If you are not interrupted.

Myr. Crark. 1f there are points that cause interruption, I will be .
very glad to have them come up, because I feel just a little despondent
over the fact that we are not able to interest the reading public by
coming up with new gadgets every time we write a report. We have
to come up,with pretty much the same act.

Senator FLanpers. You have to defend your old ones.

Mr. Crark. The same old ones.

The CHairMaN. You are still having toast and eggs for breakfast.

Mr. Crark. The same diet continually. We haven’t been able to
invent any new ideas of how to endeavor to stabilize the economic
situation during this period of very heavy Government expenditures.
We have nothing now that we didn’t propose immediately after-the
Korean outbreak and repeated at the beginning of the following year
and then for the third time set out 6 months ago, and here we are up
for the fourth edition.

The anti-inflationary measures available in-a democratic society are
thoroughly standardized. We do not feel that there is any call upon
us to be inventing new ones. The old ones are, in our opinion, well
buttressed by experience, and we come forward with them once more.

This morning you discussed taxation as one of the principal ele-
ments in an anti-inflationary program. We have direct control of
prices and wages. They are far more successful than is generally
credited. I am very anxious to give you a little information on that
which shows how wrong is the popular impression of just exactly what
was done by price control.

Price control was imposed on January 26, 1951. The wholesale
price index of a great range of goods other than food and farm
products stood at 164.2 on November 28, 1950. That was almost the
moment that the Chinese attacked us and threw us into our second
wave of agitated buying by consumers.



JANUARY 1952 ECONOMIC REPORT OF THE PRESIDENT 71

On December 26, it had risen 3.6, to 167.8 on the index.

On January 30, it had risen to 171.7, a rise of 3.9 points.

Those are very rapid price rises. -

~ On February 27, 1 month after the price freeze, that index stood at
172, three-tenths of 1 point increase since the price freeze.

Senator Bextox. What date?

Mr. Cuagrg. February 27, 1951.

Nothing else had happened. February was not a month of large
drain of funds from consumers and from business to pay taxes. That
began a few days later. There were no other economic circumstances
to stop the increase in price rises. There was no decline in buying.
The index of retail sales in February was at just about the same very
high level as in January, which was above December. Consumer
buying was still putting all of the pressure on the market. No offset-
ting pressure had developed except price control.

If you want to take the total index, which includes prices.of farm
products and foods, which are very volatile, you get a similar
change, atlhough it did have some slight increase in February. Let
me give them to you. :

Senator FraNpers. Which index is it? ,

Mr. CLark. You have it in the indicators. I am talking about total
index on all commodities, manufactured goods as well as farm prod-
ucts.

The first fignre I gave you did not include the farm and food
products. » :

Senator FLaxpers. Are these wholesale or retail ?

Mpr..Crark. These are wholesale. _ o

On November 28 the total index was 172.6. On December 26 it was
177, a very very wide jump. On January 30 it was 182.1. "That was
another big jump. On February 27 it was 183.4, an increase of 1.3

" points. . N

Compared with the preceding increase, the effect of the price freeze
was very impressive even on farm and food products, some of which
could not be reached at all by price control. .

If you take the so-called sensitive commodities, the index of prices
of basic raw commodities, of which there are three—one by Dun &
Bradstreet, one by the New York Times, and one by BLS—and I don’t
remember which one I looked at—the one I looked at reached its peak
2 weeks after the price freeze and then began to go off.

I think that we have to give price control far more credit than is
usually attributed to it for the stabilization of prices which took place
in February and March 1951.

Then the consumer became the

Senator Benton. Do these include rents?

Mr. Crarg. These are wholesale prices. Shall I give you the con-
sumer-price index?

Senator Bentox. I have the charts.

Mr. Crark. That index is by months, so I cannot get a very closa
comparison with the impact of the price freeze on a certain date. The
consumers’ price index went up very rapidly until February and then
flattened until later in the year, when it began to move up a little bit.
Through most of the year it was the consumer who was the key factor
in the situation. His quiet buying mood, which resulted in an amaz-
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ing situation, showed that unit sales, as distinguished from dollar
soles, during the middle months of 1951, were not as large as they
were in the period before Korea. The consumer held the key to the
economic situation then during most of the year.

While his income was rising, he chose not to buy. In many lines
of goods nearly every line except the hard goods, the durables, there
was unused productive capacity which would have been at work turn-
ing out goods if consumer demand had been large-enough, but con-
sumers, having funds, chose not to buy. The textile industries suf-
-fered quite a slump during the year for that reason.

That is a phenomenon that the economist despairs of explaining.
Why were the consumers not buying in line with their increase in
income? The result was a saving at a rate which, you will remember,
your staff advised you 6 months ago shouldn’t be looked upon as some-
thing that you could anticipate would continue; that 1t was quite
abnormal and we should not make any economic plans on any assump-
tion that that high rate—10 percent of personal income—going into
savings could continue. It has continued. It has been running in
the most recent period at the rate of more than $22 billion a year.
Perhaps you will remember that at your round table a year ago Donald
Woodward, of the Mutual Life Insurance Co., gave you a prospective
lay-out of the various factors in the economy and forecast that at
the end of 1951 personal savings would be running at the rate of
$26 billion a year, and everybody in the outfit hooted the idea that
_ it could happen. He was very near right.

That situation is still continuing. There has been no expansion of
consumer buying. January has been a very quiet month. So long
as that continues, we are apt to be deceived into believing that we do
not require these controls. The inflationary pressure is not active.
Therefore we may think that it is permissible to drop some of the
controls and look to the economy to move along without the annoyance
of that kind of Government action.

There couldn’t be a greater mistake made, gentlemen, than to act
upon that assumption today. All you have to do to realize the danger
in it is to look back to the situation in December 1950. We did not
move then to impose price control promptly. We had to wait. The
experts said we had to wait until they were prepared to make it effec-
tive. In the 2 months between the outbreak of the Chinese attack
and the time the price controls finally were imposed; the whole price
ssituation became thoroughly distorted. Many prices rose very rapid-
ly. Others couldn’t go as fast. The whole price level, of course,
advanced in line with the figures I have just given to you. When
we finally did impose price control, we had to deal with a situation
‘that had almost gotten out of hand. :

If we drop controls today, we are putting ourselves in a position
where, if the consumer attitude changes,”if consumers, having in-
creasing income, as they are bound to have as Government expendi-
‘tures expand, decide that they are going to begin to buy goods rather
than hold funds, you are going to have an immediate impact of
vigorous inflationary pressure upon the markets that will cause those
prices to spurt forward, and you will come along weeks later trying
to catch up with that. Perhaps once again we will be under the
delusion that we can get some roll-backs when we do get under way,
although I do not know haw anybody now thinks a roll-back is pos-
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_ sible. The only safety in a situation where we know that many of
‘the most important consumer durable goods are goinghto be restricted
in output is to maintain the series o? controls which we now have.
If the markets are permitting prices to drop away from under them,
be happy about it, but do not use that as an excuse for discontinuing
the system and leaving us helpless if there should be another sudden
resumption of what you call just normal buying by our consumers.

Senator BEnToN. Don’t we need a psychologist on our Council to
explain to us what might cause the consumers to do this, because, if

" we knew better what might cause it——

Mr. KeyseruiNG. One thing that causes it is, when prices start to
move upward——you may say, How do prices start to move upward first ¢
If you drop the controls, you get some random upward rise of prices
and that, with the controls oﬁé: will start the buying. What started
it after Korea? There wasn’t any great expansion of Government
buying. The defense program hadn’t started to grow. It was the
interaction of expectancy of rising prices and the fear of scarcity.

Senator BEnToN. Fear of scarcity. '

Senator Franpess. You would be concerned, would you not, with
the effectiveness of our present controls in the face of our present
psychology of the American people as a whole—of whom, let us say,
you and I are units—yqu would be concerned with the effectiveness
in the same way that we are concerned in retrospect with the effective-
ness of the eighteenth amendment. It seems to me that there is—I
am not looking for trouble, but just suggesting some things—it seems
to me that we are in a condition which 1s quite different from the time
when we were engaged in World War II, all out. At that time we
were looking forward to a conflict which would have an end in
victory. In this case we see no end. We do not have that stimulus
of everybody buckling down, working together, to accomplish a defi-
nite end. There is no end in sight. I am just wondering whether,
when our price control is put to the test, we may not find it more
difficult to operate successfully than we did in the midst of World War
II. I think it is worth while doing a little worrying about that if worry
is ever advisable, because we do not have a clear-cut crisis.

The Cuatrman. And we do not have the realization of a clear-cut
crisis.

Senator Franpers. It isn’t a clear-cut crisis. It is a chronic disease
instead of a bout of pneumonia.

" The CrairmaN. Chronic tuberculosis is a very deadly thing to be-
come afflicted with. '

Senator FLaNpers. You are right. ' ' .

Senator Benton. There will be a very heavy drive this year to
further weaken the legislation we now have for controls, and it is
going to be one of the major issues before us as we go through the
year.

The Crarman. The President’s report says specifically that this is
no time to weaken controls. We have had a peculiar experience during
the year of having OPS order increased prices on some commodities
and roll-backs on others.

Senator Franpers. Related to that, I was rather intrigued by the
CED proposal which I think has a little broader application. They
propose having a waiting period in the Capehart scheme, a waiting
period in the Capehart amendment, a waiting period likewise with
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respect to wage acceleration, so that the inflationary effect is not im-
mediate and is proportional. ' :

Senator BexTon. I don’t understand that. A waiting period?

Senator FrLanpers. A waiting period on wages. The consumer
index rises so many points, which requires a wage rise. Wait 3 months
before. it is granted. On the Capehart amendment, the costs have
increased to a certain point. Wait 3 months, or whatever the period is,
before the price rise is granted.

* The Crairnax. The members of the staff are hunting around here
trying to find the expressed reference to this in our report of a year ago.
It appeared on page 9 of the report.

Senator Fraxpers. May I look at it.?

The CramrMAN. Yes, indeed.

A minimum waiting period of 3 or 6 months might be established before
automatic adjustments are allowed to take place, such as that between increases
in the cost of living and wage rates, thereby bringing some stability and less
frequency of change into the price-wage-cost picture.

Senator Franpers. Did I sign that report?

The Cratrman. You did.

Senator BExTox. Ralph, when we were in the CED, we used to teach
the Government. Now 1t is the other way around.

Senator Fraxpers. That is right. .

Senator BenTox. It is reversed.

The Cmatrarax. Well, Dr. Clark, do you cate to add any more
observations? :

Mr. Crark. No.

The Crarman. Perhaps some questions ought to be addressed to
you and your two colleagues.

The President’s Economic Report discusses, in general, the effect on
the economy of defense expenditures and of military and economic aid
on foreign nations. The recommendation is for expanding the pro-
ductive capacity in the United States, a support of civilian strength,
inflation control, increased taxes, encouragement of savings, and the
maintenance of price control, rent control, and wage stabilization.
Those will be the general subjects which will form the basis for
legislative recommendations to be made.

I think I remarked this morning that there is evidence that military
expenditures in Western Europe and inflation are going hand in hand
there. There was a great breadth of opinion in the Congress last year
that economic aid to Western Europe should be sacrified in favor of
military aid. The President’s budget this year gives estimates for
about $600 million more this year for assistance than was appropriated
last year. But it does not break down that recommendation into
military and economic aid.

As T recall it, last year the economic aid was reduced to about a
billion and a half or somewhere in that neighborhood. The rest was
military aid.

Haye the members of the Council expressed any views about the
inflationary aspects of this military expenditure in Europe? Have
you reviewed the value of the economic aid ?

I don’t find it in the review. :

Mr. Keyseruing. There is discussion of that at various places,
Senator.
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I believe the position the Council takes is this: The distinction
~ between military and economic aid at any given level of total aid is
* hard to draw and may be fallacious because, for the same reasons that
1n our own economy the strength of the Nation depends upon the three
" sides of the triangle, particularly the industrial and military sides,

it is even more acutely true in countries like France, Italy, and Eng-.
~ land. Whether they get steel to expand their facilities so they can.
produce guns, or whether they get steel to make guns, or whether they
get guns, it adds to their strength. The form of aid should be based
on considerations of efficiency of expenditure.

Senator Bextox. You would not call economic aid inflationary in.
the same sense as the military aid is to them, would you ?

Mr. Keyserning. To them or to us?

Senator Bexton. To them.

*The Cuairyan. To them.

Senator Bexrtox. What the people in Europe think is more respon-.
sible for their inflation is our domestic program of procurement which
has driven up the prices of so many things they have to buy to maintain
their own economies. :

The CrarrMax. International commodities had been driven up in
price by our defense programs and our stimulation of theirs.

Senator Bexron. That is what has hit them very hard and con-
trasted with that our military program within Europe hasn’t yet come
in with any major inflationary force. The military program hasn’t
yet hit them to a comparable extent.

Mr. Kevsernine., There were two discussions of it in the council’s
review and in the President’s Economic Report. There is the stark
Tact that their effort to build up their military-defense programs is
having a very large inflationary effect upon their economy.

Senator Bentown. Yes, it is. '

Mr. Kevserring. The reasons for that are clear.

Senator BexTox. Pyramided on top of our procurement program.

Mr. Kevserrine. I mentioned some of that this morning. Take
England as an example. The austerity program under Cripps was.
a sacrifice of consumption to build up productive equipment. They
were putting about 25 percent of their total national product into.
capital formation. Even at the height of our capital formation boom,
we were much below that. They were sacrificing standards of living
for a while, to gain the productive strength to lift standards of living
later and to have the productive strength also to make goods for ex-.
port in exchange for the materials they have to import.

When they had begun to see clear on that, in the middle of 1950,
as reflected by the drop in our own export surplus and in their im-.
proved dollar balance and trade position, superimposed upon that
came the new defense program, which tends to push them under
again,

“So there is a tremendous problem in those countries, both in respect
to economic and political problems, larger than ours, to be frank about
it, as to how they will carry this military program.

When you come to the second side of the argument, which has
been made, our own defense program is straining their economy in
two ways:

First, because there is a certain relationship established between
their program and ours—if ours is bigger—theirs must be bigger.

94757—52———86
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Secondly, our defense program is straining them because it is de-
manding or taking into the ambit of the United States economy,
along with our high level of civilian production, an amount of raw
materials which is having a great effect upon international prices.
That, in turn, is having an effect upon their ability to obtain raw
naterials.

Senator Benton. There is no question about that. That is an
economic fact, not just a contention. .

Mr. Kevseruing. That is true. '

This raises the next question as to how we meet this problem.
One way would be to reduce our own security program, reduce the
size of our program. The difficulty we find with this is, if you start
with the assumption that the danger is real and you set an optimum
minimum level of what is needed over all for security, then 1t seems
dangerous to reduce our own security program because others cannot
carry quite so much as had been intended.

Abetter approach would be, at least in part, not to reduce our own
security program, but to reduce within various other areas of the
economy the enormous drain upon raw materials and upon the price
structure that was involved last year in one and a quarter million
units of housing, so many million radio and television sets, five and
a half million automobiles, and so forth. There are, from the eco-
nomic point of view, other ways of relieving the pressure without
cutting the security program.

Senator BENTON. 81‘ we could have been smarter in buying for our
stockpiling program.

Mr. KeyseruinG.. There is no doubt about it that this Nation has the
economic strength and resources to carry this job, but will we, in rec-
ognition of the danger or in the making of choices, be willing to give
up some of the things we like to have? Of course, you have to give
up some things to build security.

The CrarMAN. Among the President’s recommendations, of course,
is the initiation of the St. Lawrence Canal. That is a subject which
will come into immediate collision with the drive for avoiding ex-
penditures or increased expenditures, new expenditures. People who
ask for curtailment of outlay are also overlooking the dynamic con-
ditions under which Congress operates, bringing up constantly new
problems for expenditures. .

Last year, after the Kansas floods, Congress enacted four or maybe
five laws that had not been in anybody’s mind except perhaps an
engineer or two, before the floods took place, and which caused very
large expenditures, authorized new outlays of money above and be--
yond the President’s budget. .

The House has passed the military pay increase bill. The universal
military training bill has been introduced in both Houses. The com-
mission specially appointed to consider that subject has recommended
very vigorously the establishment of universal military training,
which, of course, will, in turn, call for additional expenditures.

But all of these subjects as recommended in this report will be
under consideration by this committee. I don’t know whether it is
proper for us, for the chairman, to cross-examine you gentlemen on
that. You are here supporting the President’s recommendations. But
the Congress will go much further and this committee will go much
further In analyzing these various recommendations.
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~ That St. Lawrence seaway and power project, of course, will re-
quire a large expenditure.

Are there any other questions to be asked ? :

Representative McKin~on. Mr. Chairman, I don’t want to prolong
the meeting, but I would like to know briefly what is your attitude on
credit policy and interest rates as other measures than price control ?

Mr. Crarg. The President has recommended, as he has done before
and we have joined in it, that selective price controls are very impor-
tant in this situation, that it was a mistake to limit the breadth of
consumer credit control in regulation W and that the authority to
regulate terms of credit on new housing under regulation X, which
also was limited by congressional action, should be broader than it is
now.

Representative McKinNoN. What about Federal Reserve Board
policy on general commercial credit, bank credit ?

Mr. Crark. The President makes no recommendation with respect
to that policy, except to propose wider authority for the Federal Re-
serve Board over bank reserve requirements.

. Representative McKinnon. Don’t you think that availability of

credit to a lot of retail and wholesale merchants had a lot to do with .
pushing up this price structure in the latter part of 1950 and the early
part of 1951 by speculative buying ?

Mr. Crark. Credit has been a very important part of our business
operation always. In the absence of credit, no doubt there would have
been lessened opportunity for businessmen to carry on operations.

Representative McKinnon. That being true, don’t you think some
steps should be taken in that direction as an assist to price control
rather than just a direct control ?

A very definite policy should be established as far as commercial
bank credit goes and as far as your Federal Reserve Board operations

0. :

Mr. Crark. In past reports the Council has shown little enthusiasm
for general credit control. We have always taken a very emphatic
position in favor of the selective controls which hit just the points that
you want to hit. I call attention to the fact that the general credit
controls being general, hit everything, including the places where you
would not want to limit credit.

Representative McKin~on. It seems to me that a lot of our whole-
sale rises in prices were due to the fact that many merchants rushed
into the market and bought, who would not have ‘bought had interest
rates been higher and credit been tougher to get. That had a definite
influence on the wholesaler and in a longer length of time affected the
retail buying.

Mr. Crark. Tighter credit might have some effect, but higher
interest rates probably would not. The general view is that, at any-
where near the present level of interest, small changes in interest rates
have no noticeable effect at all upon the demand for credit.

The CramrMAN. I might say for the record, Congressman McKin-
non, that the Subcommittee on General Credit Control and Debt Man-
agement, of which Congressman Patman is chairman, has now com-
pleted a compendium of information which was developed by ques-
tionnaires which were very broadly circulated to appropriate experts.
That ought to be ready in about 2 weeks. Our general feeling was that



78 JANUARY 1952 ECONOMIC REPORT OF THE PRESIDENT

the subject of credit and monetary policy might well await the publica-
tion of that and the presence of the members of that subcommittee.
So, I made no effort to bring that particular phase of the report out.

I didn’t know whether you were aware of that.

Representative McKin~ox. I did know Patman had a subcommit-
tee on that, but I was wondering what Mr. Clark’s attitude on it was,
too.

The CramMan. Are there any other questions?

We thank you, Mr. Keyserling, Mr. Clark, and Mr. Blough, for your
presentation. .

Mr. Exstey. I wonder if the chairman or the other members of the
Council would indicate for the record just how :they handled their
annual report this year, which the statute calls for transmission
to the President in December. In previous years they published such
a report, and this year it was given to the President on a confidential
Lasis. We have had a number of requests to us for that report from
outsiders, and I thought it would be well to show in the record the
way it was handled this year.

Mr. KeyserLing. In December 1951, the Council prepared and sub-
mitted to the President an annual report. However, since this report
dealt exclusively with some administrative problems of the Council not
of general public interest, we did not deem it desirable to entail the
expense of publishing and distributing this report. The statute does
not require that this annual report to the President be published.

The CaalRMAN. The committee will stand in recess until tomorrow
morning at 10 o’clock, when Mr. Lawton will appear. ‘

The meeting will be in this room and in executive session.

(Whereupon, at 5: 45 p. m., the committee adjourned to reconvene
Thursday, January 24, 1952, at 10 a. m.)
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THURSDAY, JANUARY 24, 1952

(This hearing was held in executive session of the committee, but is made part
of the printed record by mutual consent.)

Coxgress oF THE UNTIED STATES,
Jorint CodarrrrrE oF THE XocoNoM1C REPORT,
. Washington, D. C.

The joint committee met, pursuant to adjournment, at 10:25 a. ni.,
in room 224, Senate Office Building, Senator Joseph C. O’Mahoney
(chairman) presiding.

Present: Senators ‘O’Mahoney (chairman), Sparkman, Benton,
Taft, and Flanders; Representatives Patman, McKinnon, and Herter.

Also present: Grover W. Ensley, staff director, John W. Lehman,
clerk, and staff members of the Joint Committee and the Bureau of the
Budget. : :

The Crairaan. The committee will please come to order.

The committee has assembled this morning to hear a discussion
of the budget by the Director of the Budget, Mr. Frederick J. Lawton,
and his staff. :

I invite you, Mr. Lawton, to reveal to us all the mysteries of this
document.

STATEMENT OF FREDERICK J. LAWTON, DIRECTOR; ACCOMPANIED
BY ELMER B. STAATS, ASSISTANT DIRECTOR, AND JOSEPH E.
REEVE, FISCAL ANALYST, BUREAU OF THE BUDGET

Mr. Lawronx. Mr. Chairman and members of the committee, I start
with the assumption that you are generally familiar with the budget
message that the President transmitted last Monday, and in this
statement I am going to try to highlight a few of the points that I
think may be particularly useful to your committee.

For the fiscal year 1953, budget expenditures are estimated at $85.4
billion and receipts at $71 billion, leaving a deficit of $14.4 billion
under present tax legislation.

The expenditure totals do not include the new expansion of atomic-
energy facilities which the President announced last week end. It is
unlikely, however, that this program will involve any substantial
changes in expenditures in the fiscal year 1953.

The Ciairman. May I interrupt you Mr. Lawton? Over a
period of years I find that it is a common assumption for witnesses
from the various branches of the Government, coming before a com-
mittee, that not only the members of the committee but also the general
public understand the fundamentals, the very basic facts, of whatever
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problem they are testifying about. The consequence is that the record
that is made is usually rather mystifying to the general public, and I
might even say to Members of Congress who are not members of the
committee which is hearing the testimony.

I think, in outlining the budget that you have brought to this com-
mittee now, since this testimony is going to be printed, you ought to
begin with the very basic fundamentals of the budget, showing the dif-
ference between appropriations and expenditures, how expenditures
accumulate from prior appropriations, how the annual appropriations
are one thing and the permanent appropriations are another thing.

So many people have the impression that any Congress at any
session may make wide changes in the amount of money to be expended,
but I think that ought to be made clear, first of all. '

We pointed out yesterday that resolutions have been introduced in
both Houses of Congress to limit the amount of expenditures, and $71
billion, I think, is the limitation named in the resolution introduced
by Senator Johnson in the Senate, and by Congressman Coudert in
the House. : : :

I think, therefore, if you would make that basic analysis of the
bulc\ifget first, it would be most helpful to those who read the record.

r. Lawron. Mr. Chairman, the basis for the initiation of Federal
spending comes from budget authorizations provided by the Congress.
" Those authorizations take various forms as set forth, however, in
. a summary prepared by Bureau staff. - They are generally authoriza-
tions made annually by each session of Congress and authorizations
to spend funds that are provided by basic legislation, and continue to
be effective each year without subsequent annual enactment by the
Congress. Examples of the latter are permanent appropriations, and
borrewing authority of Government corporations. ’

The Caamman. There are more than that. There is interest on
the national debt. '

Mr. Lawron. That is a permanent appropriation.

Senator FLanpers. What else is there? -

Mr. Lawron. There is the 30 percent of customs revenue that goes
to the Agriculture Department for removal of surplus crops. That
is dependent upon the customs revenue for the year preceding. And
30 percent of that is annually appropriated without specific action
by the Congress.

The Cuairmaxn. In our report last year, it may be proper to state
here, we published in the appendix, as I recall it. a list of basic legis-
lation which requires expenditure, for which the Bureau of the Budget
and the President must make allowance, unless the Congress changes
that basic law. The committee staff assembled for us, and we printed, a
list of the fundamental changes of law which would have to be made
to reduce in part some of these expenditures.

Mr. Lawron. That list is still primarily a good list. There has been
no major change.

The CuarMaN. We will make reference to that at_this point in
the record.

(The material referred to appears at-pp. 86-95 of the Joint Eco-
nomic Report, 82d Cong., 1st sess., S. Rept. No. 210.)

Mr. LawTton. Another type of permanent appropriation is one that
is in specific amount. For example, the appropriation for aid to
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colleges for the agricultural and mechanic arts, which requires a
payment of $50,000 to each State and Territory each year.

There is, in addition, the borrowing authority granted to corpo-
rations, which is utilized for expenditures of those corporations that
may be granted in basic legislation and not renewed again until some
change in the program of the corporation is directed by the Congress,
at which time they may either increase or decrease the borrowing
authority of the corporation, but up to that point it remains available
for the expenditures of the corporation. ,

(The summary referred to by Mr. Lawton is inserted at this point:)

TYPES OF BUDGET AUTHORIZATIONS

Budget authorizations provide authority to incur obligations or to make
expenditures of Federal funds, or both. All the budget authorizations of a
given year which provide authority to incur obligations, of whatever type, when
added together, equal new obligational authority. The budget authorizations
of a given year of all types which provide authority to make expenditures, when
added together, equal new authorizations for expenditure.

Obligations represent purchase orders placed, contracts awarded, salaries and
wages earned, contractual services received, and similar transactions requiring
the payment of money. The term “expenditures” as used here represents pay-
ments made by the issuance of checks or payment of cash (or in a few cases by
an increase in a public-debt liability, as in the case of the accrual of interest on
savings bonds).

Budget authorizations are to be distinguished from legislative authorizations
which provide authority to carry on certain specified programs of work. In a
few cases the two authorizations are combined (such as in the Federal-Aid
Highway Act of 1950). Generally, however, legislative authorizations merely
make it in order, under the rules of Congress, for budget authorizations to be
reported favorably in appropriation acts. Budget authorizations and legislative
authorizations are both enacted only by Congress. :

INDIVIDUAL TYPES OF BUDGET AUTHORIZATIONS

Budget authorizations are of the following types:

1., Ordinary current appropriations

Ordinary appropriations are authorizations granted currently by Congress,
both to incur obligations and make expenditures in a definite, specified amount.
Ordinary current appropriations may be subdivided .into three classes, as follows:

One-year appropriations—appropriations which are available for the incurring
of obligations within only one fiscal year and which expire for this purpose at
the end of that time. Such appropriations remain available for the making of
expenditures in payment of such obligations for two additional years. This is
the commonest form of budget authorization. (Examples: Salaries and ex-
penses, Federal Bureau of Investigation, 1952.)

Multiple-year appropriations—appropriations which are available for obliga-
tion for a specified period of time in excess of 1 year and which expire for this
purpose at the end of that time. Such appropriations remain available for the
making of expenditures in payment of such obligations for two additional years.
This type of appropriation is used occasionally for programs of an unusual sea-
sonal nature or programs of a nonrecurring type which do not fit precisely
“;)irhi)n the fiscal year.” (Example: Sugar Act program, Agriculture, 1952 and
1953.

No-year appropriations—appropriations which are available for obligation and
expenditure until the purpose is accomplished and which do not expire at any
fixed time. This type of appropriation is used primarily for certain types of
benefit payments and for construction projects where a time limit would not add
appreciably to the system of expenditure control. (Example: Maintenance and
improvement of existing river and harbor works, Army.)

2. Annual indefinite appropriations

Annual indefinite appropriations are authorizations granted currently by Con-
gress, both to incur obligations and make expenditures in an indefinite amount.
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Although such appropriations are found in appropriation acts, the amount of
each is not specified in the act but is determined otherwise. Often the amount
of the appropriation is equal to the amount of receipts (or a percentage thereof)
from a specified source. (Example: Payments to Oklahoma (royalties), Inte-
rior, which appropriates 37l percent of certain royalties for payment to the
State of Oklahoma in lieu of taxes on tribal lands.) In some cases the amount
of the appropriation is determined by financial needs. - (Example: The appro-
priation from the general fund for contribution to the postal revenue.) These
appropriations may have varying periods of availability, just as do ordinary
current appropriations.

3. Permanent appropriations

Permanent appropriations are those in which additional amounts become
available from year to year under standing law withount new action by Congress.
The law may provide for such appropriations to operate for a specified number
of years and then stop, but in most cases the law provides for them to operate
indefinitely until it is amended or repealed. Some permanent appropriations are
found in ordinary legislation: others were enacted originally in appropriation
acts which provided not only for the amount to become available in the year of
the act but also for additional amounts to become available in succeeding years.

Permanent appropriations are customarily subdivided into two principal
groups :

Permanent definite appropriations—those where the amount becoming avail-
able for obligations and for expenditure each year is specified in the law. (Ex-
ample: The appropriation “Golleges for agricuiture and mechanic arts, Federal
Security Agency,” provides for the payment of $50,000 to each State and Ter-
ritory each year (7 U. S. C. 301-308; 321-328).)

Permanent indefinite appropriations—those where the amount becoming avail-
able for obligation and for expenditure is nhot specified in the law, but is deter-
mined by the amount of receipts from a specified source, by the amount of
financial requirements, or by other means. (Example: An amount equal to 30
* percent of the customs receipts each year is appropriated for removal of surplus
agricultural commodities, Agriculture (7 U. 8. C. 612¢).)

The permanent appropriations becoming available in any year may have vary-
ing periods of availability, just as do ordinary current appropriations.

4. Contract authorizations B

Contract authorizations confer authority to enter into contracts and incur
other obligations in advance of an appropriation. The general rule is that
the Government cannot incur obligations for the future payment of money in
excess of the amount available in an appropriation or the amount becoming
available in a revolving fund, except where Congress has granted permission
to do so. Such permission normally takes the form of a contract authorization.
{In a few cases such permission has taken some other form, such as authority
to enter into long-term leases. Such authority cannot be firmly stated in dollar
terms and hence is not included in the totals of budget authorizations.)

Contract authorizations do not provide the authority to make expenditures;
hence, they must be followed by an appropriation to liquidate obligations in-
curred pursuant to them. Most contract authorizations appear in annual
appropriation acts; a few are made by Substantive legislation, being combined
there with the legislative authorization. Contract authorizations are used chiefly
where more than a year is expected to elapse between the time the obligation
is placed and the time expenditures will become necessary in payment thereof.

For a time, contract authorizations for Navy ship building were indefinite in
amount, the authorization being stated in terms of tonnage, number of ships of
a given type, or some other factor. However, no new contract authorizations
for shipbuilding have been stated in such terms in recent years.

Contract authorizations may be subdivided as follows:

(@) Current contract authorizations, enacted currently by Congress, usually
in appropriation acts.—These are usually definite in amount. (Example: Es-
tablishment of air navigation facilities, Civil Aeronautics Administration, Com-
merce, 1951.) However, at times recently the contract authorizations for cer-
tain construction purposes have contained an escalator provision providing that
the basic authorization may be increased in an indefinite amount equal to the
rise in construction prices after the authorization is enacted. (Example: Con-
struction and equipment, storeroom, etc., St. Elizabeths Hospital, 1949.)
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(b) Permanent contract authorizations found in substantive law. Some pro-
vide for specified amounts to become available for obligation purposes for a
limited number of years. (Examples: Federal aid, postwar highways, Com-

- merce, and slum clearance and urban redevelopment, Housing and Home Finance
Agency.) Others provide for renewal each year with no time limit. (Example:
The contract authorization for beginning certain work in Alaska prior to July 1
each year under the appropriation for health, education, and welfare services,
Bureau of Indian Affairs (Interio?).)

5. Appropriations to liquidate contract authorizations

Appropriations to permit the payment of obligations incurred under previously
granted contract authorizations are called appropriations to liquidate contract
authorizations. Such appropriations appear in appropriation acts and are often
included in the same paragraph as an ordinary current appropriation. They
are authorizations to make expenditures only and are not authority to incur
additional obligations. (Example: Establishment of air navigation facnlmes,
Civil Aeronautics Administration, Commerce, 1952.)

. 6. Authorizations to expend from debt receipts

In lieu of appropriations, the law in some cases authorizes obligations and
expenditures to be made specifically from money which the Treasury is directed
to borrow. Sometimes a Government-owned corporation is authorized to borrow
directly from the public. Both of these authorizations are called authorizations
to expend from debt receipts. Spending under such authorizations has the same
effect on budget totals and on the deficit as does the spending of money which
has been directly appropriated. These authorizations may be found both in
appropriation acts and in other laws. They have been used particularly where
the money is used for loans or recoverable expenditures usually through a busi-
ness enterprise of the Government (such as a Government corporation). (Ex-
ample : Loans, etc., Defense Production Act.)

In the case of Government owned corporations the budget programs are re-
viewed annually by Congress, and provision is customarily made in the appro-
priation act for the corporations to carry out their programs in the ensuing
year. This is true of corporations which use authorizations to expend debt
receipts as well as other Government-owned corporations.

Sometimes an act of Congress directs the cancellation of notes of a Govern-
ment enterprise to the Treasury. If.the cancellation restores a given amount
to the enterprise’s borrowing authority, it is in effect a variety of this type of
authorization, since it makes it possible for new obligations and expenditures to

. be made in that amount from public debt receipts. (Example: Restoration of
capital of the Commodity Credit Corporation by cancellation of notes.)

‘7. Reappropriations

In some cases part or all of the unobligated balance of a prior 1-year or
multiple-year appropriation is continued available for obligation and expenditure
after it would otherwise expire. Such actions are called “Reappropriations.”
They are usually enacted in appropriation acts, but sometimes occur in other
laws. They may be definite or indefinite in amount. (Example: Expenses,
Commission on Renovation of Executive Mansion, 1951.) '

8. Reauthorizations of contract authority

The contract authority described in item 4-above, like appropriations, may be
1 year, multiple year, or no year. Occasionally part of a 1 year or multiple
year contract authorization is continued available by act of Congress after it
would otherwise expire for obligation purposes. Such cases are called “Re-
authorizations of contract authority.” They may be definite or indefinite in
amount. (Example: Ship construction, maritime activities, commerce, 1931.)

8. Reauthorizations to expend from debt receipts

Authorizations to expend from debt receipts, like appropriations, may be 1 year,
multiple year, or no year. Occasionally part of a 1-year or multiple-year reau-
thorization to expend from debt receipts is continued available by act of Congress
after it would otherwise expire for obligation purposes. Such cases are called
“Reauthorizations to expend from debt receipts.” They may be definite or in-
definite in amount. (Example: Economic cooperation, foreign assistance, 1951.)
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COMPUTING THE TOTAL BUDGET AUTHORIZATIONS

New obligational authority

New obligational authority represents the sum total of all authority becoming
available during a given fiscal year to incur financial obligations on behalf of
the Government. This consists of the various types of authorizations named
above, with the exception of appropriations to liquidate contract authorizations
(such appropriations do not confer any obligational authority).

Thus the total obligational authority becoming available for the fiscal year
1952, under enactments in effect at the time the 1953 budget was printed, con-
sisted of the following (numbers refer to the types of authorizations listed
above) : :

[In millions of dollars]

Current Permanent

. Ordinary appropriations. ..o e iacimmemcceacccaoan $70,108 |.oooeoooooo
. Annual indefinite appropriations.
. Permanent appropriations._._._.
. Contract authorizations.
. Authorizations to expend from debt receipts:
(@) Publicdebt. .o ieiiicamemmmcaecnececocmonn
(b) Corporate debt
. Reappropriations. . eaamaeoans
. Reauthorizations of contract authority. ... ...
. Reauthorizations to expend from public debt receipts

SN

©Ooo=

New authorizations for expenditure

New authorizations for expenditure represent the sum total of new authoriza-
tions to make payments, becoming available during a given fiscal year. This
excludes two types of items (contract authorizations and reauthorizations
thereof included in the total of new obligational authority, while it includes one
other item (appropriations to liquidate contract authorizations) not included in
new obligational authority.

Thus, the total new authorizations for expenditure becoming available for the
fiscal year 1952, under enactments made at the time the 1953 Budget was priuted,
were as follows (numbers refer to the types of authorizations listed above) :

{In millions of dollars]

Current Permanent

. Ordinary appropriations. .. ocoeameas e mmmmmmmmmmm—mman
. Annusl indefinite appropriations ——-
. Permanent appropriations. . _.....oo..
. Appropriations to liquidate contract authorizations
. Authorizations to expend from debt receipts:

(a) Public debt.

(b) Corporate debt.__
. Reappropriations_.____........._...... emmmeeaeae
. Reauthorizations to expend from public debt receip L% 2 T

LN

o~y

NOTES
I. Use of collections

In some cases collections are made available for obligation and expenditure
by provisions, either of permanent law or of appropriation acts, that they shall
be credited to revolving and business enterprise funds or treated as reimburse-
ments to general fund appropriations. In such cases the collections are treated
as credits to expenditures, so that expenditures are stated in the budget net of
the collections received. Where expenditures are thus netted, the collections
are not treated as budget authorizations. :

Net expenditures of a business enterprise or revolving fund in any year come
either from one of the types of budget authorizations named above, or from
balances of collections credited to the fund in prior years.
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II. “Federal funds” as distinguished from “Trust and deposit funds”

The Budget distinguishes two main groups of funds:

“Federal funds,” which are those owned by the Government. They may be
subdivided into the general fund, special funds, and revolving and business en-
terprise funds. (The types of authorizations described above could also be
reclassified by types of funds.)

“PTrust and deposit funds,” which are those held by the Government as trustee or
banker. :

The discussion of “budget authorizations” and the figures used above refer to
authorizations for the use of Federal funds, including contributions from Fed-
eral funds to the trust funds. The dicussion and figures above exclude au-
thorizations to use the regular receipts of the trust funds and deposit funds.
Although trust and deposit funds are printed in the Budget Document, they
are not included in the conventional “budget” totals.

IIl. Balances of prior authorizations

In addition to the authorizations becoming available in any given year, bal-
ances of prior year authorizations are brought forward into the year. As ex-
plained in item one above and mentioned under some of the other items,
appropriations and most other authorizations can have varying periods of
availability for obligation, and virtually all budget authorizations are available
for expenditure beyond the end of the year in which they first become available.

Therefore, there may be balances at the beginning of each year of the various
types of authorizations named above. These balances may be redivided in turn
into three principal groups:

Obligated balances—the portion of authorizations previously made which
have been obligated, but not yet expended. Except for obligated balances of
contract authorizations (which must later be appropriated for), the obligated
balances at the beginning of a year are sources of potential expenditures in ad-
dition to the new authorizations for expenditure for that year.

Unobligated balances of expired accounts—these are balances of 1-year or
multiple-year authorizations which have expired, and which are not obligated.
They remain available ordinarily for 2 years after the time that the "account
expires, but can be used solely for adjustments in obligations which may become
necessary at the time payments are made. (Such adjustinents are required at
times because it is impossible to estimate to the exact cent at the time the ob-
ligation is incurred the amount that will ultimately be required to pay for what
is received and billed.) ;

Unobligated balances of unexpired accounts—these are the balances in no-
year authorizations and in multiple-year authorizations which not yet expired,
available for the incurring of further ogligations. These balances provide ob-
ligational authority in addition to the new obligational authority described
earlier in this memorandum,

The Cuamryan. One of the largest of the expenditures in the budget
depending upon basic law rather than upon annual appropriations
is the public assistance grants to the various States, is it not?

Mr. Lawton. The public assistance grants are annual appropria-
tions, but they depend upon the basic law which has, in a sense, com-
mitted the Government to match the States on a formula basis for the
payments made by the States to the recipients of public assistance.

The CuarMAN. So when the Bureau of the Budget undertakes to
pﬁ'epgare the estimate for public assistance grants, how does it go about
that? .

Mr. Lawron. It is largely a matter of multiplying the rates cur-
rently being paid by the States by the number of persons estimated to
qualify under those rates in the given fiscal year.

The Cramman. That expenditure, then, is measured, first, by the
rate fixed by Congress in the basic legislation, and then the esti-
mate as to the number of persons who will meet the qualifications set
in that basic law? ‘
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Mr. Lawron. Yes. The rate fixed by Congress, however, is in part a
flexible rate, since it depends upon the amount that the State will pay.
It matches on a formula basis what the State fixes as its payment to
recipients of public assistance.

The CHAIRMAN. And if the States then were to reduce or to increase
their rate of payment, the Federal rate of payment would thereby be
increased, would it not? :

Mr. Lawton. It would vary under the formula. It is a percentage
formula that applies at different levels. '

The Crarryan. How about veterans’ benefits and payments?’

Mr. Lawron. Veteran payments are a pure estimate, a mathemati-
cal estimate again of the number of persons who are expected to qualify
and apply for pensions, times the rates fixed by the Congress for
pensions for various causes, various degrees of disability, and in some
cases age limits—Spanish War veterans become eligible at the age
of 65, for example. -

And in the case of veteran benefits, such as the GI bill benefits, it
depends upon the rates fixed by the éongress in the basic law, times
the number of people who will qualify or take advantage of the bene-
fits granted under that bill—for example, the number of veterans who
;}v_illll go to school with the aid of educational benefits under the GI

11l. - ‘

. The CrHaRMAN. Does this budget take any cognizance of the ex-
pense to “which the Federal Government will be put in the event a
bill is passed, as seems likely, extending to veterans of the Xorean

war, the benefits now allowed to veterans of World War IT?

" Mr. Lawron. We have an item, under proposed legislation, an
expenditure estimate of $75 million for the fiscal year 1953 for an
extension of the GI bill to Korean veterans on a modified basis; in
other words, that estimate does not assume that the 52-20 Club, for
example, will be renewed. It assumes that many of the problem areas,
the abuses, if you will, that were possible under the earlier bill will
be corrected. That is, the reentry provisions will be drastically
limited, students will not be permited to shift from course to course
as they see fit, and there will be a limitation on the amount of tui-

tion, rather than whatever the school may charge. In a sense, I
think it is the Kerr bill.

The Cuarryan. Is there anything in this budget that reflects the
probable cost of the recent increased pay bill for the Military Estab-
lishment that passed the House?

Mr. Lawron. Again, we have made provision under proposed sup-
plemental for 1952, and again for 1953, for military pay increase.

The Cuairaan. Isitinthisbudget? :

Mr. LawtoN. There is about $900 million in this budget document
for that purpose in 1953, and about $400 million for 1952.

The CralRMAN. Are there any other forecasts of probable legis-
lative increase of expenditures? ‘

Mr. LawroN. I can read them off to you. There is a list of about a
dozen items. :

We are estimating for the extension of existing legislation, such
as the Mutual Security Act, appropriations of $7.9 billion, and expen-
ditures of $3.339 millions in 1953 out of that authority.

The remainder of the expenditures will come out of prior.appro-
priations.
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Representative Herrer. You expect to get all of the prior appro-
priations expended, do you? '

Mr. Lawrox. Largely; yes. This is the current year’s appropria-
tion.

Representative Herrer. There is at least $9 billion still in arrears
of the appropriations made, and only about $2 billion has been spent
for that purpose out of the $10 billion appropriated ?

Mr. Lawtox. The estimate in this year for end-item aid is $4 bil-
lion, and in 1958 $8 billion for end-item aid, based on the fact that
there has been a new allocation policy directed by the President on
the transfer of materials to NATO and other countries which in
the event of war would be most likely to be first attacked.

Representative HErTER. At that point, may I ask one question? T
do not want to digress from the rest of this. )

Is there any reason in the world why end items which are nothing
but an allocation from a machine that are identical in every way,
whether they be tanks, whether they be guns or ammunition, the other
hardware—is there any reason why they should not come under the
regular military appropriation and then be allocated from that?

Mr. Lawron. This method gives Congress the opportunity to
judge just how much it wants to appropriate specifically for the mili-
tary and economic aid to foreign countries.

Representatives Herrer. Can it not do exactly the same thing by
allocating from the military appropriation so many billions without
specifying the kind of thing, but allocating so much that can be trans-
ferred for foreign aid by the military?

Mr. Lawrox. It is possible that you could arrive at the same end
result. '

Representative Herrer. Would you not get much better flexibility
tha% having to have an entirely separate appropriation and a separate
bill?

Mr. Lawrox. You would not get any greater flexibility.

This money is allocated to the military. It is scheduled in their
roduction schedules along with the other equipment that they aré

uying for themselves, and it is simply allocated and charged to this
appropriation. ]

Mr. Staats. It is allocated at the beginning of the fiscal year or as
soon as the money is available, so that 1t is available at the same time
and for the same period of time.

Representative Herrer. But it makes not the slightest difference
how much new money we put in the foreign-aid program, the mili-
tary determines its priorities, dependent on military needs-—it makes
no difference what money we put in, the money does not guarantee the
delivery of a single piece of hardware in a separate appropriation—not
a piece.

Mr. Lawroxn. That is correct.

Representative HerTer. It seems to me perfectly ridiculous to sep-
arate the two things, as though they are entirely different. They are
an integral part of the national defense or else there is no excuse for
them. And why they are separated into two, one foreign-aid package,
and one domestic defense, I do not see, and a large part of the domestic
program goes into foreign aid of a slightly different kind.

The Cramryan. I wonder if I understand the point that you are
making.-
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Last year with respect to this mutual security appropriation and
with respect to the reorganization, too, it was broken down into two
categories—military aid and economic aid.

Representative Herrer. I am speaking only of military aid.

The Cuairmaw. This year the budget has come up recommending
an appropriation of $7.9 billion, but there is no allocation between mil-
itary and economic aid, as I understand it.

Mr. Lawron. That will be made, of course, when the legislation is
submitted. -

Representative Herrer. There will be a breakdown of that?

. Mr. Lawron. There certainly will be a breakdown.

The CaarrMAN. But in your budget estimate you have not under-
taken to segregate the two now?

Mr. Lawron. That is correct. :

The CramrmaN. Then your point has to do not with that segrega-
tion, but merely with the segregation of the foreign military appro-
priation from the domestic ?

Representative Herrer. That is right, because we found this: It
made no difference how much money we appropriated for foreign aid,
you did not get any if the military did not want it to go there. It
‘makes n'o difference what money was in the budget. The allocations
just put that material at.the tail end somewhere which would be de-
livered some day when other priorities had been met, and it makes no
difference what we say about it. The military makes the determination
of priority.

‘When a tank comes off the assembly line they decide where it will
go, no matter what appropriation has been made. -

The CuamrMaN. I think that was the general feeling last year as
to the proper course of procedure.

Representative HErTER. I do not see why there should be a separa-
tion of the appropriations. It seems to me it ought to be one for
end items which are the hardware which come off the production
line. And when they are exactly alike as two peas in a pod, or
go to foreign aid or to domestic training camps or go into Indo-
china or to Korea, it is all part and parcel of one defense effort, and
why it should be split up into these separate things and just make
the problem a little more difficult, I think, from the point of view of
seeing the over-all picture than it would otherwise, I have not been
able to understand. o

Mr. Staats. If I might add some more on that.

The CHatRMAN, Yes, Mr. Staats.

Mr. Staars. I think as you probably know better than I do, it has
been a matter of the way the legislation actually developed.

. Representative Herrer. You are quite right. The original legis-
ation.

‘Mr. Staats. With respect to the Economic Cooperation Act and the
shifting of emphasis over to the military side, I think there are a
couple of practical considerations. '

One is the shift between economic aid and military end items which
is provided in the statute. This is a matter of administration during
the course of the year.

And the second is the policy issues that evolve in the actual admin-
istration of the program, such matters as offshore procurement, so-
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-called infrastructure, and common supplies, and so forth, and so on,
overseas.

The Congress last year placed the responsibility in the Director
for Mutual Security for those policies. ‘

I think those two practical problems have been fairly important
in the decision to propose a separate appropriation for end items.

Representative Herrer. I still think it ought to be a single appro-
priation. I think we are at fault. I am not thinking that you are
. at fault.

Mr. Staars. You are entirely correct in stating that the actual
deliveries and scheduled deliveries are a matter of allocation policy.
The estimate in this budget reflects a new policy directive from the
President to the Secretary of Defense, just prior to the sending up
of the budget, which indicates a larger percentage of deliveries of end
items for NATO programs. : '

The Cuammwman. After all, that, of course, is a matter of policy with
respect to the amount of money to be appropriated and authorized
" to be expended which is separate and apart from consideration we
are giving here to the total amount and breakdown of the budget.

May I say, Congressman Herter, that at the outset this morning
I interrupted Mr. Lawton in the presentation that he had prepared
in order to ask him to put in the record a list of those expenditures
which are the result of permanent appropriations, or the result of
basic laws which measure the expenditure by some rule a little bit
outside of the annual operation, and he has been doing that.

Representative HerTer. I am sorry if I got off the track at that
point. .

The Caamman. I just wanted to bring you up to the minute.
- Representative HerTer. Thank you. :

The Craamman. The first of these was the extension of mutual
security. -

Mr. Lawron. That is right.

The second is an extension of the Federal-aid highway program,
the 2-year authorization having expired, and for that we have new obli-
* gational authority of $400 million for the Federal-aid highway pro-
gram and $17.5 million for the forest highway program, with no
expenditures anticipated in 1953 from those funds. The expenditures
will come from the prior years’ appropriations. )

The expenditures are 1 to 2 years behind the authorization.

The Cuamrman. That is, of course, a basic fact which is not gen-
erally understood, that the expenditure for the construction of Federal-
aid highways is a result of a process that goes on over a number of
years. I think as much as five. It includes, as we set forth in one of
our reports, Report No. 210 of the Eighty-second Congress, first ses-
sion, that highway expenditures go along by steps.

First, there is the planning, at the local levels?

Mr. Lawton. The first step is the apportionment, by the Secre-
tary of Commerce to the States, under the formula that Congress

es.

After that apportionment is made the States submit first their
general programs, and subsequently their definite project plans.
When those plans are approved they become contractual obligations
on the part of the United States.
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The State then proceeds to let contracts for the construction of
highways. As those contracts are completed, the State pays the bills
and submits vouchers to the Government for reimbursement.

So that the Government’s expenditure is after completion of the
construction or various parts thereof.

The Cuarman. But there are salary appropriations to compensate
the employees, both Federal and State, who do this preliminary work.

Mr. Lawrtox. That is right. There is a percentage allowed for
Federal administrative expenses in each highway authorization.

The next item is the extension of the Defense Production Act with
a proposed $900 million increase in the borrowing authority and
appropriations of $256 million for the administrative expenses of
the various segments of the Defense Production Act, Price Stabiliza-
tion, Wage Stabilization, NPA and DPA, and so forth.

The Crammax. That borrowing authority, as I recall it, is the
authority contained in the Defense Production Act to authorize the
acquisition of these funds for the purpose of stimulating production
of essential and critical materials. :

Mr. Lawron. And for loans and purchase of industrial equipment
and of strategic and critical materials from foreign sources as well as
our own,

Out of the $900 million borrowing authority, we anticipate an
expenditure of about $285 million in the fiscal year 1953. And out
of the $256 million in appropriations, we anticipate expenditures of
$213 million. The remainder will be carried over into 1954 for ex-
penditure.

T{}le Cramman. You have prepared a list of all of these, have you
not*

Mr. Lawron. We have a list which we have supplied to the com-
mittee.

The Cuamrman. I think it may be appropriately inserted in the
record at this point.

(The document entitled “Proposed Legislation Affecting Budget
Expenditures” is as follows:)
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Proposed legislation affecting budget expenditurés (sumvmary of amounts
included in the 1953 budget)

[Fiscal years, in millions]

Anticipated sup-

plemental appro-
priations and ef“gg?tmd
Function and program other authoriza- penditures
tions
1952 1953 | 1952 1953
Extension of existing legislation:
International security and foreign relations: Extension of
Mutual Security Program. ... ..o |eooo___ $7,900 | ... _. $3, 339
Transportation and communication:
Extension of Federal-aid highway program__...._.______j..._...___ 400 ) ..
Extension of forest highway program_....__._..._..._..}.....____. 17 | el
Extension of Defense Production Act:!
Borrowing authority. ... . el 900 oo, 285
Other expenses_ ... e oiecciaccaia oo 256 ). . 213
Total, extension of existing legislation. .. ..._._._____[......__._ 9,473 | ... 3,837
Military services:
Military services: Department of Defense, military funec-
tions 2 . ... . $500 3, 500 $400 1,100
Total, military serviees_. ... ... ... ______.._ 500 3, 500 400 1,100
New legislation:
Transportation and communication: Postal rate increase
(increased revenue). ... ... oL ... . ... —225 | .. —225

Natural resources:

Hells Canyon power project 8 e 8
St. Lawrence Seaway and power project. . I O 15
Housing and community development:
Expansion of programs for defense housing, community
{acilities and services 325 |. 213
Flood insuranee__...........o..oo.....__. 50 1

Education and general research:
General aid for operating expenses, elementary and
secondary schools_ .. __________________ ... | 300 [ooocamaan 290
Expansion of programs for education of children on
Federal property and in emergency and critical de- -
fense housing areas._______.________ . ... _____ . |e......__. 80 |ococeeanas 35 .
General assistance to college students_.___._..______.___{.____.____ 30 faeeiceaos 30
Social security, welfare, and health: Additional grants to

States to increase public-assistance benefits_ ... ______|....._..___ 100
Veterans’ services and benefits:
Education and training benefits, Korean veterans______ 75
Increases in disability and death compensation rates_.__ 100
General government: Dispersal of Government activities___ 5
Total, new legislation. __._____. . ... .. V. ... 645 °
Total, proposed legislation_ . ______.__.__ e 500 | 13,851 400 5, 582

) Funds for the Defense Production Act are included uim'.nly under Finance, Commerce, and Industry,
but are also in several other functions. .
1 Includes military pay increase and military construction.

Note.—The 1953 budget also includes estimates for legislation to increase old-age and survivors insurance
benefits involving added trust fund expenditures of $225 million in 1953, and legislation increasing miscel- -
aneous budget receipts by $15 million in 1953 by raising fees charged by Government.

The CHamMAN. Yesterday I put in the record while the Council
of Economic Advisers was here, the analysis of new obligational au-
thority and budget expenditures which was issued at the same time
that the budget was sent to the Congress by ‘the President.

This table shows that the expenditures for 1953 for major national
security programs, which include international security and de-
velopment of atomic energy, amount to $65,097 million which, when
deducted from the total budget expenditures as estimated at $85,444
million, leaves a balance of $20,347 million, and of that $20,347 million
you total $14,000 million for these continuing items such as we have
now been discussing. The permanent appropriations like the interest

94757—52———T7
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on the national debt, amounting to $6,255 million, the other permanent
appropriations amounting to $133 million, the veterans’ services and
benefits which depend upon the rate fixed in the GI bill of rights and
the incidence of obligation as may develop among the veterans, and
that you figure at $4,022 million, and the third largest was the
public assistance grants which you estimated at $1,140 million, so
- that any great saving to be made out of the $20,347 million must of
necessity come out of modifications of these prior congressional grants
of authority, is that right ?

Mr. LawroN. For fourteen-twentieths of them or 70 percent, the
Congress would have to deal with these prior grants of authority.

Representative HerTER. May I ask one question at that point, Mr.
Chairman? - '

The Craammayn. You may.

Representative Herter. When you speak of a grant of authority,
as I understand it 2 years ago the Appropriations Committee began

_objecting to future contract authorization and insisted on appropria-
tion instead.

Mr. Lawron. That is correct. }

Representative HerTer. So that appropriations were made by the
Congress which are a legal green light to a given Department to spend,
are they not, an appropriation ? ' ‘

Mr. Lawron. Just the same as a contract authorization.

- Representative HerTeR. Just the same as the contract authorization,
except that in the contract authorization they ¢annot pay the bill until
money has been provided for. ' :

Mr. LawTon. That is right.

Representative Herrer. There are now accumulated quite a large
backlog, so to speak, of appropriations in the Defense Department.
It is estimated that when the fiscal year 1953 is finished, there will still
be over $70 billion that has not been expended, but that has been au- .
thorized in the form of appropriations and carried over into the next
fiscal year. That includes Mutual Assistance Act for military ex-
penditures. .

Mr. Lawron. The carry-over into 1953 for military expenditures
is $60 billion. Mutual Security Act $8.8 billion.

Representative Herter. Nearly $70 billion. .

Mr. Lawron. The total for all other agencies is $4 billion in other
appropriations or a total carry-over into 1953 or 72.8 for the whole .
apﬁropriation structure. o . :

epresentative HerTer. May I just continue this, because I am a
little confused on the controls that are involved here. $72 billion
are carried over. That is in the Department of Defense, except the
Atomic Energy Commission—everythinghrests in there, they are au-
thorized to spend that at whatever rate they see fit from the point of
view of the legislation.

What controls are there? :

You say that only $65 billion are going to be spent in the new
appropriations, and a lot of the new appropriations have got to be -
for pay items, for food, for the current maintenance of the armed
services, so that only a part of the new appropriations will be for
these end items, just as they were in the past appropriation. o

How do you control the rate of expenditure in this year?



JANUARY 1952 ECONOMIC REPORT OF THE PRESIDENT 93

Have 1§lrou any authority over the Defense Department, or can it
spend whatever it sees fit anywhere between $40 billion and $70 bil-
lion, let us say, during the current year? v

Mr. Lawroy. We have no control directly over expenditures. Our
controls are over obligational authority, and over the entering into of
contracts under the apportionment system for most agencies.

The problem is in the larger or long-lead-time items. For example,

*in the case of aircraft the average lead time, based on a recent study
that the Defense Department has made, is 24 months. That means
that to get deliveries by a date in the future you have to provide the
obligational authority in the form of an appropriation now in order
that you may let your contracts, so that the suppliers can begin work
and, ultimately, deliver that 2 or 8 years from now.

Senator Franpers. Is that for an already completed design, or is
thatl Qfor a future development not yet established on the board or in
trial ¢

Mr. Lawron. Largely, it is for such things on which the initial
research and development has been completed. The problems are
tooling, getting production lines in being, making necessary modifi-
cations. .

Senator Franpers. ‘A model has been accepted ?

- Mr. Lawton. T would say in substantially most cases that is true.
For example, the B—47 takes quite a while to produce. They have
to go ’fihrough a modification center now before they are finally
accepted.

T}I:e CrammaN, Let me say, Mr. Lawton, incidentally I wear two
hats on this problem: One is chairman of this committee and one is
chairman of the Senate Defense Appropriations Subcommittee.

" At the conclusion of the action on the defense appropriations bill
last year I asked the Department of Defense to be prepared this year
to submit to our committee a complete statement of all unexpended
appropriations, appropriations made in the past, all appropriations
and authorizations, accompanied by a statement of the amount out of
each such appropriation which has been obligated, and then a state-
ment of the amount which has been programed, with a view of deter- .
mining the area in which it might be possible to reduce the former
appropriation. 4 '

That may be illustrated by a simple incident that arose during
the consideration of the budget last year: The Army Ordnance had
planned a new sort of manpower-carrying tank which was designed
for land warfare. Well, the committee looking into that matter
with the aid and assistance of the witnesses from the Army, raised a
question as to whether or not such an implement would be a desirable
and necessary one. And, finally, the Army agreed that it could be
abandoned.

So the money which was being asked for the construction of that
particular vehicle was taken out of the appropriation.

And our feeling was that there might be others of that kind, and
that upon scrutiny of the unobligated balance of moneys already
appropriated and authorized, we might find a means of making a
saving. .

) Thg Budget Bureau, which has also been working on this matter, -
has brought to the committee this morning a statement which will be
discussed at an appropriate time. ' :
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Relli)resentative Hgerrer. There is one more question I should like
to ask.

The Cuammman. Let me say just before you do that, that this table
which was placed in my hands this morning shows that the estimated
obligations for fiscal 1952, out of these previous appropriations and
authorizations, amounts to $25,974 millions and that there is an un-
obligated balance of $39,179 million.

So that my feeling is that the Defense Appropriations Committee,
by scrutinizing those former authorizations and appropriations, may
find the way of making a considerable saving. Personally, I have
no doubt that there may be in unobligated balances, plans to con-
struct conventional weapons or conventional implements which may
not be needed in the modern situation.

Representative HerTER. Again, only one more question, if I may,
that I think perhaps you could answer just as well as Mr. Lawton.
Take the question of tanks that has been discussed a good deal.

There has been a good deal of trouble with the new design tank. The
production of the finished tank has been tremendously delayed over
the original lead time of 10 months. That is the standard time that
the military people estimate for that. ‘A large part of the appropria-
tions, both for overseas use and for domestic use, was for tanks. And
when I say “large,” I mean very large figures. '

Those tanks were just not delivered. They could not be because
they were imperfect. They are still monkeying with them.

The new tanks that are serviceable are comin% off very slowly.

* What happens from a budgetary point of view? o

The money is still available for tanks. Further, there is further
obligational money for tanks that we were told last year that would
be running into 1953 and 1954, at the tail end of the same contract.

~ Does the Military Defense Department, because they get behind,
or did in this last year, in tanks—do they pile it all into this coming
fiscal year with an additional strain on steel and additional strain
on manpower, because they can step that tank program up tremend-
ously from the point of view of shifts of labor, and so forth, if they
want to? What happened to them? Are the tanks that are not de-
livered in the program in 1952 tacked on to the program in 1954 or
1955, or are they all jammed into the fiscal year 1953, so that you have
an additional expenditure and an additional use of the steel because
of the delay in the program in 19522

The Cramnan. Well, if I may answer that, I would say “No.”

What happens is that there is rather an accumulation of dollar ap-
propriations and authorizations, than there is of delivery of tanks or
implements of any kind.

Representative Herter. The money is there to speed up the pro-
gram if they want to speed it up, to catch up with their requirements
in tanks?

The Cmamman. Of course. I have not examined the military
budget as yet, but as far as I have examined it, and it is some $9 billion
below the ap?propriation of last year—am I not correct in that figure,
Mr. Lawton

- Mr. Lawron. The obligational authority for the military is $9.3 .
billion below last year.
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The CramrmMaN. Yes. The 1953 obligational authority is estimated
at $52.4 billion as compared with $61.7 billion last year.

Representative Herrer. That means appropriations, really not ob-
ligational authority.

r. LawroN. It is appropriations. That is obligational authority.
Senator FLaNpers. This is the cash basis, referring to the chart?
Mr. Lawtox. No, sir. It is an expenditure basis, but if you want

to distinguish between what is sometimes called the cash budget, it
does not include trust-fund transactions. It is a cash-expenditure
basis, checks paid.

Senator FLaNpers. A cash-expenditures basis?

Mr. Lawron. For the items in the budget.

The CaarrMaN. That is why I asked at the outset, to have him put
in the record an explanation of the difference between expenditures
in any fiscal year and appropriations.

Expenditures are the accumulation of past authorizations for long-
lead-time items and current expenditures, like food and clothing and
pay to the men in service, whereas the appropriations are for those
current expenditures which must be made during the current fiscal
year and the authorizations for long-lead-time items which develop in
some future year into expenditures, '

Senator Fraxpers. I think T understand, but when we say that the
new obligational authority is $9 billion less this year than last, this
column here includes expenditures which will be required by the
heavier obligations incurred last year.

Mr. Lawron. That is correct; 1t is about a 50-50 proposition.

Representative Herter. That is reappropriations, really, is it not?

Mr. Lawroxn. The authorization is available for expenditure for two
fiscal years after the one in which it was made.

Representative HerTer. If it comes out of 1951, as some .of it has,
it has to be reappropriated.

Mr. LawtoN. No, sir.

Representative Herter. It does in the foreign aid program. )

Mr. Lawtoxn. In the foreign aid program you are making expendi-
tures out of money that was appropriated in 1951. You are making
those in 1953,

The Cuairmax. I think the issue can be made more clear by pointing
out that while the new obligational authority for 1953 is less than that
for 1952, by the difference between $61.7 billion, which was appropri--
ated in 1952, to $52.4 billion, as estimated for this year, the expendi-
tures for 1953 are greatly in excess of the expenditures 1n 1952,

The expenditures in 1952, as set forth in this budget, amounted to
$39.8 billion; in other words, they were considerably less in the appro-
priations. But the expenditures estimated for 1953 amount to $51.2
billion. :

They are still less than the new obligational authority for 1953, but
as I said, they are greatly in excess of the expenditures of 1952.

So that expenditures in any fiscal year are the sum of the prior
appropriations_and obligational authority which mature in the year

“and the cuirent expenditures. : '

Representative Herrer. I fully understand that.

The one point that I am still concerned about is one that is this

-committee’s primary interest, namely the expenditure item from the
inflationary point of view, the impact on the economy. ’
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i.".The CHamRMAN. Right.’

Representative HerTeR. What control have we over the rate of ex-
penditures, not over appropriations but expenditures? 'What control ¢

Mr. Lawton says he has no control over the Military Department
from the point of view of rateé of expenditures, once the appropriation
has been made. '

‘What control have we over rate of expenditures? What can de do,
once the appropriation has been made?

Here you have seventy-odd billions of former appropriations hang-
ing over, coming into the fiscal year. Some of them have already been
obligated for long-lead items, so you can write them off. Some have
not been obligated at all.

Congress has completely lost control of the rate of expenditures that
we are particularly interested in, because of the tremendous unex-

ended, unobligated appropriations or prior authorizations that had
‘been made. v

The CrarMAN. Not necessarily. Take, for example, an airplane
carrier for the Navy. Such a vessel is one of the longest of all of the
long-lead-time implements of war.

The Congress passes a bill authorizing the construction of such an
implement.

I understand that the chairman of the Armed Services Committee -
of the House has already announced that he plans to introduce legis- -

lation of that kind with respect to aircraft carriers. -

If Congress should pass that and the Navy would then be authorized
to proceed with the expenditure of current funds for the planning of
that aircraft carrier, nevertheless Congress at any time during the
period of construction could ste}) in and say, “No, we have changed
our mind, we will not build that.” -

But the question which would arise, naturally would be, should we
stop this construction and waste the money that has been spent ?

- Representative Herrer. How do you hold up the appropriations
already made? You either rescind the appropriation or change the
appropriation, do you not?

-The Cuairman. One way or the other, yes, sir.

Representative Herrer. Changing an authorization in the middle
of construction might not change the rate of operations on that air-
craft carrier. You might feel from the standpoint of economy it
‘would be a good idea to slow down the work on it, to take another

. year in getting it done. : :
The Cmairman. Congress could do that. - 4
Representative HerTER. By what process do we do it? That is what

. I am interested in.

The Caarrman. It would have to be done by legislation.

Senator Franpers. Have you not a better case in connection with
such things as the authorization of the new quantity of planes or tanks
which you could stop delivery of at any point?

The CrairmaN. That is right, yes. :

Senator FLanpers. Whereas, 1n aireraft carriers you have nothing
if you stop construction. The rest is all waste. So that your Appro-
priations Committee can recommend the stopping of construction of
a line of tanks. ‘ '

Representative HerTer. They cannot cancel contracts without loss,

can they?
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. Mr. LawroN. They will have to pay damages. It may not be the
full amount.

The CHamRMAN. This is illustrated, for example, by the item for
Air Force defense. Congress appropriated for 1952 $20,600,000,000.
The estimate in the budget is $14,002,000,000. That may represent a

- cut-back in the program for air power for which the Department of
Defense made an original request. :

Congress could make a further reduction in that, and that reduction
could be made to affect not only the current rate of delivery, or the
projected rate of delivery, but the delivery that had been planned.

Mr. LawroN. Mr. Chairman, that is not a cut-back in the goal that
was established.

The CrHAIRMAN. It is a postponement.

Mr. LawroN. As a matter of fact, one of the things involved in that
figure is a.change in lead time. There is $314 billion in there, because
of the fact that they found that they would have to extend their lead
time for aircraft from an average of 18 to 24 months.

The CraRMAN. I was not going into the reasons for it, I was just
cit_ir;% it as an illustration of the point that Congressman Herter had
raised.

Mr. LawtoN. Actually, the major determinant on this rate of
expenditure, the major question in connection with the hard goods
procurement, which is a substantial part of the military, is the mate-
rials allocations. That will have more effect on it than any other
single factor. :

Mr. Staars. If I might add this: The actual procurement schedules
have to be approved by Mr. Wilson. That is the real legal control that
you have as to the spread which will be made of this available obliga-
tional authority in terms of expenditures. .

Representative HerTer. Generally speaking, has not Mr. Wilson’s -
philosophy been to expend faster over a shorter period of time, with
the Defense Department feeling that they should spend less over a
longer period of time?

Mr. Staars. That is not my understanding, sir.

Mr. Lawron. No, the concept that the last budget and this budget
are based on is to maintain a mobilization base in being without undue
peaking in any particular part of that curve of the production rate.
Instead of going up sharply and cutting right back, that production
goes up on a more gradual basis extended over a somewhat longer

- period, but production lines are running that are capable of expan-
sion to meet any sudden greater need. In.other words, from a pro-
duction line, going at a slightly increasing rate we can move upward
much more rapidly than from one that has been cut back or curtailed.
The Crramraran. Well, now, Mr. Lawton, I am sorry to have inter-
rupted the orderly presentation of your testimony in the manner in
which you planned it, but I think that this preliminary discussion
has served to illuminate the subject, and we will be glad to have
yoil{proceed as you had planned. _
r. Lawrox. Well, actually, Mr. Chairman, we have covered a
great many of the things that I had in here.
The Government program, as reflected in the 1953 budget, is prob-
ably the largest singﬁa factor affecting economic activity currently and
for the next few years. This chart (Federal Budget Expenditures as

¢
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a Percentage of National Income) gives a very rough measure of the
relative importance of the Government program in the national econ-
omy. For the fiscal year 1953, budget expenditures are estimated at
about 29 percent of the national income. This compares with about
18 percent in 1950, the fiscal year which ended a few days after the
attack on Korea. It is much lower in comparison to national income
than in 1945, when Federal spending was equal to 52 percent of the
national income. , _ _

(The chart entitled “Federal Budget Expenditures as a Percentage
of National Income” is as follows:)

Federal Budget

EXPENDITURES

as a Percentage ‘
of National Income

Fiscal Years

9521 195:

“— ESTIMATED ——

EXECUTIVE OFFICE OF ‘!ﬁk:PRiSlbgﬂf-BUREAU OF THE BUDGET

The change in the deficit or the surplus ordinarily means corre-
sponding changes in the inflationary or deflationary impact of the
program. What we do to close this $14 billion gap between receipts
and expenditures in the fiscal year 1953 will be very important for
our economic stability. About $4 billion of this budget deficit can
be financed by selling bonds to the trust funds. :
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The President has recommended that Congress enact additional
taxes equal to the amount by which last year’s legislation fell short
of his recommendations.

Unless taxes of this amount are enacted a substantial part of the
borrowing required will have to come from the commercial banking
system. This means additional credit creation.

With increased taxes and a smaller deficit, however, it would be
possible to absorb enough purchasing power through the sale of bonds
to individuals and savings institutions to avoid serious inflationary
pressures. .

Representative Herter. May 1 interrupt there? You imply if
there were $5 billion less in the deficit taken up by new taxes there
could be an absorption of the rest, so there would not be inflationary
pressures ? '

Mr. Lawrox. Enough of it; not all of it.

Representative Herrer. But in effect that is what you are saying.
But 1f we put $5 billion more in taxes we need not worry too much,
because you think that you can absorb the rest of the inflationary
pressure.

Would not exactly the same result be achieved if you took $5 billion
off of expenditures?

Mr. Lawrox. Sure. ,

Senator Tarr. Mr. Lawton, going back for a moment to that chart,
you had 29 percent. Do you figure State and local around 7 percent,
that is, of national income—and is the total then 36 percent?

Mr. Lawrox. I donot have the State and local figures here.

Senator Tarr. T use the figure 7 or 8 percent. Those expenses are
also steadily going up. Probably, in proportion to the increase in
national income. :

Mr. Staars. It was running above $20 billion last year.

Senator Tarr. Yes; I think that is it.

Mr. Lawrox. That would be about right.

Senator Tarr. That would make it a%out 7 percent, making total
Government expenditures above 86 percent, then, of the national
income?

Mr. Lawrox. That is right.

Senator Tarr. This $85 billion is very close to what the Budget
Bureau informally estimated for us about 6 months ago, although
probably there have been changes.

Have you a guess on 1954? Have we now postponed the peak, so
that 1954 will still be 852

Mr. Lawrox. It will be at least as high as this year.

Senator Tarr. Mr. Wilson testified before the Finance Committee
last year, and he had a peak in 1953, beginning to fall off in 1954.
Now, the whole thing has been shoved back a bit, I would judge.

Do you think that 1954 will be at least-85 again; is that right?

Mr. Lawrox. That is right.

Senator Tarr. Under the present program?

Mr. LawronN. Yes.

Senator Tarr. Would it then begin to come off or not ? '

Mr. Lawro~. Presently we think it will begin to tail off toward the
end of 1954. :

Senator Tarr. It will be less In the next year?
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Mr. Staars. If you do not get any serious slippage in schedules,
the present plan starts tailing off then.

Senator Tarr. There is one other estimate I have seen. I do not
have it available here.

Savings this year, since February, have been at the rate of $20 bil-
lion a year. I do not know just what savings those are, whether that
is individual or corporate savings, and everything else. The estimate
is about $20 billion. .

How do you happen to put this $5 billion of taxes in the peculiar
situation where you cannot reach real savings for $14 billion, and
you can reach real savings for $10 billion deficit? How do you reach
that conclusion ¢ '

Mr. Lawron. The first thing, of course, is that bonds sold to trust
funds come out when we are talking about $10 billion.

The assumption we have made is based on the savings estimates that
we have seen. New purchases have been less than redemption of sav-
ings bonds. Sales of types of bonds usually held by individual in-
vestors are not moving very rapidly upward. We feel that there is.
not much greater margin to increase those. We think that when we
get much above $5 billion commercial bank borrowing will be
necessary. , .

- Senator TarFr. That is a guess, an estimate.

Mr. LawroN. An estimate.

Senator Tarr. Yes.

There is one other thing. Why do you think $5 billion more taxes
will not be inflationary ? o

Senator Fraxpers. We had a long discussion of that yesterday.

Senator Tarr. I was not here. - :

Senator Franpers. The Council of Economic Advisers made a
pretty good case for most taxes not being inflationary. Of course,
the fact to the extent they are in lieu of bank borrowing, they are anti-
inflationary. That is the real thing. '

Senator Tarr. But the real question is that they come out of the
standard of living of the people, and the moment you decrease the
standard the demand for increased wages is more than sufficient to
take it up at the present time. '

Senator FLanpers. We pressed that point yesterday.

Senator Tarr. I do not see any reason to think that is not as in-
flationary as anything else. .

Representative McKinnon. There were no changes in conviction.

Senator Tarr. I have had four cases of manufacturers, at least,
where the labor people have already demanded increases to take care
of the taxes that we levied, that is, the additional taxes that we levied
on income last year.

If we levy them on excises or in any other way, they increase prices,
and that is going to be met. In fact, the theory of the Stabilization
Board is apparently that it shall be met—I do not suppose, perhaps,
that they ‘are going to meet direct income-tax increases that way,
they are not proposing that—but apparently the theory is that the
increase in cost of living resulting from increased excises is to be re-
flected in increased wages. That is the present thought."

Other taxes of that kind are certainly inflationary.
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I do not quite see why borrowing money up to a point—there is a
point there, I agree, where borrowing the money from real savings is
not less inflationary than increased taxes.

Mr. LawTon. Itisa question of judgment. :

We have followed the advice generally of the Council of Economic
Adpvisers and the Treasury Department for the tax program in the
budget. As you know, the taxation estimates are made by the
Treasury.

Senator Tarr. As to these estimates of taxes, $71 billion in the
budget, which is very much higher than the Treasury estimated when
we passed this bill, 5 or 6 billion—is that due to an increase in national
income—on what basis is this $71 billion calculated—on what basis of
national income is it calculated ¢ '

Mr. Lawron. It is based on calendar year 1952 personal income of
$265 billion and corporation profits before taxes of $46 billion. That
represents national income for the fiscal year 1952 between $280 and
$285 billion, and in the fiscal year 1953 between $295 and $300 billion.

Senator BenTon. If I may suggest, I don’t understand what you
said in answer to Senator Taft’s question.

Mr. LawTton. ‘The Senator asked me on what basis of national
income was this estimated.

Senator Tarr. $71 billion taxes, which is $5 or $6 billion more than
the Treasury told us we would get. .

Senator BExTon. Isitthe higher nationalincome? -

Mr. Lawron. Yes. .

Senator BExto~n. The whole thing is on the higher income, the whole
$6 billion difference ?

Mzr. LawTon. Ithink itislargely onincome.

Senator SearkkmaN. May I ask a question there ¢

Senator Tarr. I realize Mr. Lawton is not the expert on taxes. I
wastrying to get a picture in my mind. ,
b.l?_enator SpargaaN. Do you say that is between $295 and $300

illion. :

Mr. Lawton. Thatis right.

Senator Searkman. Twenty-nine percent of $300 billion would be
$87 billion. T am just going by this chart you show for 1953. It is
estimated that 29 percent—that is expenditures rather than revenue.
I am sorry. ’

Mr. Lawron. Of the $85.4 billion of total budget expenditures——

The CHarMaN, Before you go to that, what assumption of price
levels did you make?

Mr. LawTton. July 1951 prices were the basis on which we esti-
mated—a continuation of July 1951 price level. :

" The CramrmMaN. How was this estimate reached? Was it in con-
junction with the Council of Economic Advisers and the Treasury or
was 1t a Bureau of the Budget estimate?

Mr. Lawton. The taxation estimate was a Treasury estimate.

The@ CuammaN. The receipts, therefore, were also Treasury esti-
mates ¢

Mr. Lawrox. That is right.

The CHaIRMAN. That was the basis of the chart which shows Fed-
eral budget receipts and expenditures?

Mr. Lawron. That is correct.
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Mr. ExsLey. Does that mean the Treasury in estimating receipts
used the same assumption with respect to national income, personal
income, and corporate profits and price levels and wage assumptions
as you people in the Bureau of the Budget did with respect to the
expenditures side of the budget?

Mr. Lawton. On the expenditures side of the budget the primary
problem we had was with the price levels. The others relatively don’t
affect the expenditure side nearly as much as they do the receipts
side, of course. The estimates were prepared by the agencies in July,
August, and September ; they were worked on and submitted to us in
September or later. July 1951 price levels were used as the assumption
for the estimates for 1953.

Senator Tart. There is some question when people say these ex-
penditures, et cetera—they say that doesn’t include the Korean war.
The Korean war is to be treated specially. We are to have presentation
of estimates the latter part of this year. Do these expenditures, these
estimates, include the Korean war?

Mr. Lawron. In 1952 they do. In 1953 it assures the peacetime-
attrition rates for the forces in Korea and not wartime attrition rates.

Senator Tarr. For the purpose you are assuming the Korean war
will be over for fiscal 19537 :

Mr. Lawron. Yes, in effect.

Senator Tarr. And that there won’t be any other ¢

Mr. LawTonN. That is correct.

Senator BenTon. There was a previous question about the tapering
off in late 1954, to which you replied. We asked a question yesterday
which I understood you would answer today, and that as to what hap-
pened to this missing year in view of Mr. Wilson’s testimony last year
that this tapering-off process would come in late 1953.

It is increased Air Force expenditures primarily, is it, or what has
come in on the expenditure side to have us go by a year and still be
about the same distance removed, as estimated last May by Mr.
Wilson ? .

Mr. Lawron. I think Mr. Wilson’s estimate was probably based on
somewhat different Air Force programs.

Senator BexToN. It is the Air Force?

. Mr. Lawton. And also, on anticipated rates of deliveries that per-
haps were a bit higher than was the actual reality, the program has
moved back somewhat. .

Senator BenrTon. Has there been a deliberate intent to spread the
program out over a longer period? Is that partly it and partly a
stepped-up program?

r. Lawron. I think not so much deliberate intent in the current
year’s picture..

Senator BeENTON. You mean overestimate of how fast we would go?

Mr. LawroN. Some of the original schedules were just too high,
couldn’t be realized, because they hadn’t been geared one to another
with a sufficient degree of interrelationship.

In other words, the various assumptions made by the people that
were making each particular schedule—— :

Senator BexTon. You couldn’t get tanks until you had the steel,
that kind of thing.
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Mr. Lawro~. They didn’t take into full account the competing
demands for tools and steel, et cetera. They have been reviewing and
revising these constantly.

Senator BexTon. How much of these expenditures would you guess,
in line with our discussion of yesterday, could be called capital expen-
ditures in the sense that they are plants to put into stockpile and moth
balls, and so forth, as against how much o? the expenditures are what
might be called operational expenditures or for material that is con-
‘sumable, such even as-airplanes and tanks? T : ’

Mr. Lawrox~. I haven’t got the total figures, but, for example, in
1953 in the Department of Defense 49 percent of the $50 billion direct
military total 1s for major procurement -and construction.

Senator BExTox. Fifty percent?

Mr. Lawrto~. Forty-nine percent, plus nearly :all of the end-use
items or military end items in the foreign-aid program, nearly all of
the $8 billion is-also hard goods.

Senator BENTON. So about $38 billion is the figure for last year?

Mr. Lawrox. In 1953. S

Senator BenTon. In 1953¢

Mr. Lawzoxn. ‘That is the projection.

Senator BenToN. And the theory is that in 1955 at least, if things
go according to our hopes, that particular $33 billion won’t be repeated
in the budget. I know we can’t look ahead in the world crisis to 1955,
but that is the general hope and assumption.

If you talk about tapering off, it means we get rid of the $33 billion.

Mr. Lawron. Not all of it. You always have replacements. It
depends entirely on quite a few factors: Your rate of modernization,
if you follow a definite rate of modernization—

enator BENTON. Such savings as you achieve come out of the $33
billion.

Mr. Lawron, That is the area in which the drop-off occurs.

Senator BentoN. You haven’t made an estimate of whether you
are talking about half of it. I think the chairman or somebody
roughly took $20 billion as an illustration.

The Cmamrman. The Council of Economic Advisers made that
rough estimate, that after the production plant had been constructed,
at the rate of military expenditure amounting to $65 billion, it might
be expected to drop off to $45 billion, assuming that the international
" situation remains the same.

Senator Tarr. There was an estimate of $40 billion to mainfain a
current army at the new rate of 3,700,000 men, I think, as a permanent
figure, $40 billion instead of what would this be—this is 52—total
Armed Forces.

- Mr. Lawrton. The Armed Forces estimate of expenditures in here
is $50 billion for fiscal year 1953.

Senator Tarr. The estimate I saw was, if you got back to three mil-
lion eight, you would have $40 billion, so that would be a saving of
$10 billion.

The Cuamman. It depends on what you are talking about again.
The estimate in this budget for appropriation or total military service
is 52.4. The estimate for expenditures is 51.2 for 1953.

Senator Tarr. Isn’t it true, roughly speaking, that the total pro-
gram in all its aspects probably takes all that $20 billion of the gen-
eral budget?

°
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Mr. LawroN. Of the expenditures?

Senator Tarr. Of the expenditures.

Mr. LawroN. That is right. '

~ Senator Tarr. I mean you take 51 for the Armed Forces, 8 or 9 for

foreign aid, 2 billion nearly for the Atomic Energy Commission. 1
just meant for a rule of thumb it is fair enough to say that outside of -
the whole program there is about $20 billion for domestic expendi-
tures. Is that roughly correct? _

Mr. LawroN. That is correct; $65.1 billion for the major national
.security programs and $20.3 billion for the remainder.

Representative PaTmMaN. You mean domestic expenditures, Senator
Taft, for veterans and things like that?

Senator Tarr. That is right; all the departments.

Representative ParmaN. By the chart here I see military ‘services
‘will get 60 cents out of every dollar in this new budget; international,
18—that is 78; veterans, 5—that is 78; and interest, 7. That is 85.
Eighty-five cents out of that dollar will go for military preparedness
ang cost of the past wars; will it not?

Senator Tarr. Yes. This chart exactly expresses what I had in
mind, the major security programs and twenty %illion three for every-
thing else. - '

. Of the $85.4 billion of total budget expenditures, as this chart shows,
$65.1 billion will be for six major national security programs. These
include military services, intérnational security and foreign relations,
atomic energy, defense production and economic stabilization, civil
defense, and maritime activities. Since 1950 this portion of the budget
has increased 266 percent. : :

Of the $20.3 billion in all other programs, $6:3 billion will be for
interest and $4.2 billion for veterans’ services and benefits. This leaves
$9.8 billion for all other activities of the Government. Included in
this amount are expenditures for programs which will directly con-
tribute to our national security, although they were not classified with
the six major-security programs; for example, expansion of electric
power and provision of housing and community facilities for defense
workers. It also includes many programs which are essential to the
operation of the Government and to the continued growth and strength
of the economy, although they cannot be classified as security pro-
 grams. For example, these programs include costs of enforcing our
laws, collecting our taxes, conserving our natural resources, and carry-
mg the mail. ’ '

enator Franpers. Mr. Lawton, I would like to inquire about some
of the things in the background of the $65.1 billion. Do you feel—
well, in the first place, you approached it on the basis of adding u
what the separate services asked for—that, having been screene
through the Secretary of Defense, it is built up that way or do you
feel that there is in the background a logical—I don’t know just what
the adjective is—a logical strategic structure which assigns to each of
the services its place in the whole problem of defense?

Isit a total o¥ aggregates as it finally comes to you, or is it the cost
of an integrated program? . )

Mr. Lawron. I think, if I might run down through the process, it
might establish it a little more clearly on that particular point.
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Actually, the initial step is the assessment by the Joint Chiefs of
Staff of what the military security demands of the country are, what
the problems are that face us, what we need to do to meet them.

Based on that judgment or assay of the situation, they make the
assignment of roles and missions to the various services. They also
make recommendations as to the number of personnel, number of
soldiers, sailors, marines, and airmen necessary to carry out those role
and missions, and assign strengths to each of the services. :

Those strengths are submitted to the President for approval. It
is from that point that we take off on the development of a budget, the
first step bein§ the services’ estimates of the material requirements to
fit the strength and structure that the Joint Chiefs establish.

Senator Franpers. You haven’t any way of knowing whether that
decision and assignment of functions to the Joint Chiefs is done on a
political basis or on an-integrated, strategic basis? When I say “po-
litical basis,” T don’t mean %remocratic or Republican; I mean the in-
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ternal politics of the Defense Department, the relationships between
the three subdivisions.

Mr. Lawrox. I think, since there is Joint Chiefs of Staff, different
viewpoints are brought to bear, since each of the members of that
group is the Chief of Staff for the respective service. I wouldn’t say
that any one of them individually would make exactly the same as-
signment of structure and role, et cetera. The decision may not re-
flect the complete opinion of any one of the three, but it represents a
composite judgment of the three as to the best assignment of missions
among the three services to get the most security for the United States.

Now, it is following up on those, as I say, that the services proceed,
the technical services within each of the departments proceed to make
the estimates of the costs of maintaining and operating and equipping
forces of that kind and of those dimensions. '

Those estimates come in to the Secretary of Defense, and in this
current year, because of the necessity for compressing the time very
greatly between the enactment of this 1952 appropriations and the
time that we had to submit the 1953 budget, our staff and the Secre-
tary of Defense’s budget staff together conducted a joint review of
those programs. ,

We brought into it Mr. Wilson and his organization, Mr. Fleisch-
mann’s organization, particularly the DPA, on the availability of ma-
terial, the productive capacity, and so forth; and the final results re-
%resented a composite judgment of, you might say, the Department of

efense, Bureau of the Budget, and the Office of Defense Mobilization.

Senator Franpers. I think the Congress and the citizens of the coun- .
try need to feel assurance that there is in this enormous sum nothing
in the way of horse trading between the departments, and I think that
puts in blunt language the questions I am asking.

Mr. Lawron. %lélon’t believe that is true in this particular case, cer-
tainly, because this represents, as Mr. Lovett stated yesterday to the
Appropriations Committee, a reduction in material degree below the
initial separate service estimates. It washed out in the process ap-
proximately 18 to 19 billion dollars of obligational authority.

Senator Frawnpers. May I inquire whether in your position you have
seen any evidences of readjustment of over-all strategy due to the
experiences of the Korean war, allocation of duties, and so on, as
between the three services.

Mr. Lawrox. Well, I would like this off the record.

The CraRMAN. Off the record.

(Discussion off the record.)

Senator Fraxpers. T want to say it is clearly in my mind that the
Congress and the people have an interest in the size and the nature
and the planning of the whole defense set-up, purpose, strategy, and
all the rest of it. T have this feeling quite strongly: That the military
defense cannot be neglected, the military defense must be carried out
on an eflicient, effective basis; that it must be carried on, as I said yes-
terday to the Council of Economic Advisers, on the basis of digging
in for a long pull, because I have no confidence whatever that the nat-
ural professional way of thinking, which is perfectly proper to the
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military but which has to be balanced by civilian counterbalance, will
ever be satisfied with any scale of military development and expen-
diture.

It is just in the nature of the case that they should not be. I think
we have not yet had—perhaps in the nature of the case we can’t—but
I would hope Secretary Lovett could give us an outline of the over-all
defense plan which didn’t reveal restricted information but would give
some confidence to us so that we are not in deeper than we need to be.

The Crarrman. That, of course, was precisely what the chairman
had in mind in his original invitation. _

Senator Tarr. My confidence in the Joint Chiefs of Staff is some-.
what upset when I read the testimony of the Chairman of the Joint
Chiefs 2 years ago in March where he said in his opinion 15 billion
was completely adequate for the security of the United States and that
if he recommended $30 billion for the Armed Forces, he ought to.
be dismissed as Chairman of the Joint Chief of Staff. That is just
2 years ago today. It shakes your confidence as to whether he is right
now.

The CBaIRMAN. May I say at this point—I notice that several mem-
bers have left—let me say that in the Senate the calendar is to be
called at 12 o’clock. The Chair has to leave because of a luncheon
engagement. It might be we could postpone the discussion now until
2:30 this afternoon, or you may proceed for another half hour. I
was going to ask Congressman Patman to take over.

Representative Paraax. Can you finish in a half hour?

Mr. LawroN. I can finish this in a shorter time than that.

I think this next part you may be interested in, and I think I can
cover it rather quickly. It deals with a number of questions you have.
been raising.

The military functions of the Department of Defense will have.
expenditures of $50 billion in 1953. About $11 billion or a little more.
than one-fifth of this will be for military personnel—for pay, cloth-
ing, subsistence, and .transportation. This will allow for a slight
increase in over-all strength—from 3.6 million men at the end of the.
current fiscal year to 3.7 million men at the end of the fiscal year 1953..
Another $14.5 billion will go for such items as operation and mainte-.
nance, the National Guard and the reserve forces, research and devel-.
opment, and retired pay. The remaining $24.5 billion—or 49 percent
of the total—will be for major procurement and for construction.

We are building toward an Air Force of 143 wings, an Army of 21
divisions, 2 Navy with 408 major combatant vessels in the active fleet,,
and a Marine Corps of 3 divisions, with the supporting elements which;
are essential for all these services. :

In addition to the increased expenditures for our own military pro-
grams, an even sharper acceleration is necessary in the military assist-.
ance provided to our allies under the Mutual Security Program.
. About 90 percent of these funds will be'spent for hard goods of the
same types as those purchased for the Defense Department.

Senator Fraxpers. May I interrupt you, sir? T would like to ask
whether those for our European allies and for our own use will come
out of the same contracts.

94757—52——8
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Mr. LawTon. Largely, yes; not entirely.

Senator Franpers. There did develop an abuse on that in which
they were placed in separate contracts where they could have been
made much more efficiently in the same contract.

Mr. LawtoN. There were some planes, for example, that will come
out of separate contracts because we are not building that particular
model at this time. .

Senator Franpers. I mean where they are the same they should be
under the same contract.

Mr. Lawton. Well, if it were a single contract with a single plant
for it, yes; but these contracts are divided among several plants. One
may take a segment of the requirements.

Senator Franpers. That is not in question.

Mr. Lawton. They come off the same schedule. .

Senator Franpers. All right.

The CrARMAN. Mr. Lawton, I am sorry to interrupt you again, but
I have got to leave now and I will turn the meeting over to Congress-
man Patman as chairman.

I want to hand you a copy of a brief analysis of the expenditures,
obligational authority, receipts, and the deficits for the fiscal years
1952 and 1953, as prepared by our staff from the budget in order to
have you check it. .

I think it is accurate, but it ought to be checked so that it represents
the figures as you have sent them up, and then I would like to have it
made a part of the record. ,

(The material referred to follows:)
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.Federal empenditures, new obligational authority, receipts, and deficits, fiscal
. ; years 1952 and 1953

{Amounts in billions]

New obligational authority Expenditures

Item 1952 1953 1952 1953

Percent Percent Percent| Percent
Amount| ¢tot | Amount| o oy [Amountyofyora) JAmOURt o ea]

Expenditures and new obliga-
tional authority:
Major nationsl security pro-

grams:

Military services:

. Air Force defense._..| $22.1 |. $12.5 $18.9 ...
Army defense___._.. 20.8 15.0 16.8 |ooooaoo-
Naval defense. ) (10.0) (12.3) e

.8 ° 1.8 b 35 I
Other. .4 8.2 9.0 [ceveneoo
Other mili
UL : JP 2.8 e 23 |-cceeaa 3.2 [eooeas
Total military | y .
serviees..... ... 61.7 (66.1) 52.4 (62.2) 39.8 (56.1) 51.2 (60.0)
International security
and foreign relations 2_. 0.4 ... 8.2 [oceeoa- 7.2 [cceeeaee 10.8 |[ooooao
Development and con-
trol of atomic.energy.... 14| 1.3 facoeoaos R W A R 1.8 [ooccoaes
Promotion of merchant
marine. ... ... IS N R P N PO I 2 PR [ 2 R
Other_ ..o iy () IR, ) By A P, [ PR, ) 35 U PR
Total major national
security programs. .. 73.3 78.5 63.7 75.8 49.7 70.1 65.1 76.2
Mafjor defense-connected pro-
ms: :
Interest on the public
ebt . ... 5.9 |oaaeoen 6.2 |ocoraean
Veterans’ services and L2

benefits.___ ... 4.4 ...

Total major defense-
connected programs. 10.3 11.0 10.4 12.3 11.1 15.7 10.4 12.2

Total major national
security and major
defense-connected

Programs............ 83.6 | (89.5) 74.1 | (87.9) 60.8 | (85.8) 75.5 | (88.4)
Allother. . . . 9.8 10.5 10.2 12.1 10.1 14.2 9.9 11.68
Total expenditures -and
new obligational au-
[3700) 412 93.4 | 100.0 84.3 | 100.0 70.9 | 100.0 85.4 | 100.0
P T30 o] 7 NI I IR IR FRSSEE 62.7 Joceaeene 710 {ecaeemee
)9 7.7 113 | VI PRI PUUSIRUN PSR - 8.2 14.4 |cceeeea

1 Includes operations, but excludes aircraft-carrier program,

t Detail for Mutual Security Program will be transmitted Iater. Appropriation for economic assistance
for 1052 was $1.5 billion, of which $1.1 billion was aid to Europe, leaving about $400 million for economiec
and technical assistance to non-European areas (point 4, GARIOA, Palestine refugees, cte.).

Source: President’s Budget for the fiscal year ending June 30, 1953,

I can announce now that Mr. Wilson has agreed to come Saturday
morning and we will hold the meeting in the House Caucus Room at
10 o’clock. , ‘ :

Representative Paraman (presiding). You may proceed, Mr.
Lawton. _

Mr. Lawron. For the military and military assistance programs
together, expenditures in the fiscal year 1953 are estimated at $58 bil-
lion. Of this total, slightly more than half will be spent from funds
authorized in 1952 and earlier years.
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One significant aspect of the budget this year is that while expendi-
tures for these two programs will rise by about $15 billion over the
1952 level, new obligational authority will decline by about $9 billion.
This reflects the fact that with funds already appropriated we expect
to reach peak production rates for most major military items by the
end of the fiscal yéar 1953. The exceptions are some of the newer
_ model aircraft and other weapons not yet in production. AsT pointed
out to you last year, the lead time on much of the military equipment
is so long that expenditures may not take place until a year or two
after the obligational authority has been granted by the Congress.

You will probably be especially interested in this chart-—chart on
cash expenditures and deliveries—showing the trend of deliveries and
expenditures for military personnel and services and soft goods on
the one hand and hard goods and construction on the other hand, for
the fiscal years 1951.through 1954. These figures again include not
only the expenditures for our own military forces, but also the mili-
tary assistance portion of the Mutual Security Program.

T should like to call your attention to two features of this chart.

First, the relatively small future increases estimated in expenditures
for military personnel and services and so-called soft goods. That is
beyond the rate we are achieving in 1952." The big increase in these
programs came during the past fiscal year as we built up our personnel
strength. That is the increase from this point on the chart as we went
up to the present military strengths. .

Second, the very sharp rise in deliveries and expenditures for hard
goods and construction, especially during the cirrent fiscal year, with
a continuing rise at a slower rate in 1953 and a slight decline indicated
late in 1954. In a program of this size, it should be recognized that a
lag or speed-up in anticipated deliveries of hard goods might cause a
shift of several billion dollars of expenditures from one year to an-
other. The timing of the increase and of the later possible decrease
are, therefore, peculiarly difficult to forecast, but the peak level shown
represents our best current judgment.

As soon as mention is made of a peak military production, the ques-
tion arises as to the long-range cost of our military program on a
maintenance and replacement basis. You recognize, of course, that
we will not be operating on such a basis as soon as we pass the peak,
because procurement of some hard goods, such as aircraft, will still
be rising as we build toward 143 wings. The other will be offset by a
greater decline in hard-goods expenditures. Even after we complete
our build-up, the size of the military budget is almost impossible to
predict at this time, because it involves so many military and strategic
decisions which cannot now be evaluated.

The level of active military strength will depend on two things:
(1) The international situation at the time with the resulting neces-
sity of deploying men in various spots around the world; (2) the
possibility of decreasing the number of active forces because of a
well-trained Reserve resulting from universal military training and
the present rotation policy.

. Given an assumption on the level of military strength, personnel
costs might be estimated fairly closely. Procurement costs for this
strength, however, cannot be estimated as closely for two reasons:
(1) The expenditures for fuel, lubricants, spare parts, et cetera, will
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depend on the extent of use of military equipment, which can vary
considerably depending on the duration and type of military training
for both active members of the Armed Forces and reservists; (2) the
variation of possible costs for modernization and replacement of
equipment can be very large. For example, how much shall we spend
for modification of ships, planes, and tanks to keep them up to date
with the newest technical development, both offensive and defensive,
or if we are unable to modify existing equipment, how often will we
have to replace it? Obviously expenditures can differ greatly if we
replace every 2 years or every 10 years or if new weapons permit
econoimies.

I have emphasized in this statement the military and foreign aid
programs and the other major national security programs which
account for $65,000,000,000 in expenditures. With respect to the
remaining $20,000,000,000 in Government expenditures—or perhaps I
should say the remaining $14,000,000,000 after deducting interest
‘payments—we have carefully reviewed these programs not only from
the standpoint of the dollar expenditures which they involve but also
in terms of the demands they place on the economy for materials.

(The following table gives the data for the unclassified portion
of the chart:)

Deliveries and ecrpenditures for the Department of Defense and the Mutual
Defense Assistance Program (allocations to Department of Defense)

{In billions]

Fiscal vear 1951 Fiscal year 1952

Item
First |Second] Third | Fourth{ First | Second
quarter| quarter| quarter| quarter| quarter| quarter

Military personnel and services.... oo $1.4 $1.8 $1.7 $2.6 $3.1 $2.9

Soft goods deliveries. . . ..o oo .2 .4 7 1.2 1.2 1.3
Total military personnel and services and soft :

B00dS . - oo 1.6 2.2 2.4 3.8 4.3 4.2

Total hard goods and construction. oo e omeaoao- .9 1.3 1.6 2.5 3.3 4.4

Total delivery basis. ..o oo oo e 2.5 3.5 4.0 6.3 7.6 8.6

Total expenditure basis (daily Treasury statement).. 3.1 4.3 5.4 7.3 8.7 9.6

Mr. LawtoN. At the various stages in the preparation of the 1953
budget, we have reviewed the outlook for the supply of critical ma-
terials with the Office of Defense Mobilization and other responsible
agencies in all cases where this outlook might materially influence
the rate of progress on Federal programs. The expenditure estimates
for all such programs—for example, those for Federal power proj-
ects, Federal aid to highways, school and hospital construction, hous-
ing construction and credit, and maritime ship construction—have
been held to levels consistent with the best ava.iLIlJ)le guidance we have
been able to obtain on the materials outlook.

As I have already indicated, the bulk of the $20 billion in expendi-
tures outside major national security programs represents expendi-
tures for major fixed and continuing charges. The largest of these
are interest payments, which are increasing because of the larger debt
and higher rates of interest, and veterans’ services and benefits, which
are decreasing as education and training for World War IT veterans
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under the GI bill rapidly nears completion. Other sizable items, of -
which public assistance grants are the largest, are not subject to an-
nual budgetary control.

On all going programs which are subject to budgetary control, two
primary tests have been applied: (1) Contribution to the defense.
effort and (2) adequacy of present staff to handle the minimum pro-
spective workload. Increases have been allowed for certain programs
contributing directly to the defense effort, although they are not major
programs. ' '

In addition to the electric power and the defense housing programs
which I already mentioned, these include aid for schools in defense
areas, the port security program of the Coast Guard, the internal
security program of the FBI, and several smaller programs.  In some
other cases where the Congress had made arbitrary percentage reduc-
tions in the 1952 appropriations, the demonstrated workload made it
necessary to recommend at least a partial restoration of the previous.
cut in order to furnish the minimum level of services required for
orderly government. There has also been new legislation—the gam--
bling tax,-for example—which will cost the Internal Revenue Bureau
a certain number of personnel to enforce.

As the President indicated in the budget message, reductions have
been made in programs which could be deferred—for example, in flood
control, reclamation, and river and harbor works not involving ur-’
gently needed power facilities. Expenditures for rural electrifica-
tion and rural telephones have been further reduced. All major hous-
ing and community development programs, except those in critical
defense housing areas, have been held far below the annual levels
authorized by the basic legislation. Expenditures for these and many
other programs will be considerably less than those which would be
clearly justifiable in more normal times. )

Senator Fraxpers. I would like to ask one or two more questions,
Mr. Chairman. .

Representative Patman. You may proceed. _

Senator Franpers. One question I would like to ask is: Do you feel
satisfied that the integration of the three services has resulted in any .
actual economies in administration?

Mr. Lawron. I think it has in several respects. I think perhaps one
of the major economies has been in the consolidation of ocean transport
services..

Senator Franpers. And air transport also?

Mr. Lawron. And air transport. In the case of ocean transporta-
tion service they are operating under an industrial fund or revolving
fund type of operation, and each agency has to pay its own bills to the
central operating agency for services rendered. .

In other words, where they have to make a direct cash contribution,
they are pretty careful about orders for shipments,

Senator Franpers. I have heard a criticism to the effect that when
we set up the Air Force as a third force instead of having it a part of
the Army, we thereupon began to have many different services for-
the forces in triplicate instead of duplicate, that that actually in- -
- creased our overhead. Have you any thoughts on that?

Mr. Lawron. In some cases that is true. We have been working °
_ on the consolidation, for example, of medical supply depots. We think"
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there are economies possible in that sort of an operation. Also in
joint use of facilities, in certain common use of warehousing.

But, of course, there are certain aspects where it is necessary to have
the service and supply facilities available where the deployment is
different.

In other words, where you have bases for one force that are no-
where near those of another force, you have got to have the service
facilities there.

Senator FLanpers. And ought not to be those of other forces.

Mr. Lawton. That is right.

Sexator FLANDERS. Another criticism that has come to me from
contacts of many years’ standing with scientists and engineers is the
criticism of the expensiveness and disorderliness of research programs. -
Do you ever hear anything with regard to that? ‘

Mr. Lawron. Yes, we have. We have attempted and raised the
same sort of issue with the Defense Department, and I think they are
taking steps to strengthen the hand of the Research and Development
Board as an agency of the Secretary of Defense to review the pro-
grams of the three services to eliminate any unrecessary duplications
between them, to evaluate proposals and projects as to their opportun-
" ity for success or for contribution to the defense effort. )

I think Mr. Foster, the new Under Secretary. of Defense, is going
to take a pretty direct interest in the work of the Research and De-
velopment Board and make some changes over there, and I believe
that there will be an increasing effort to supervise and regulate the
expenditure of research funds, which are of considerable volume, over
}a,lbillion and a half dollars that it is appropriated directly under those

eads.

Senator Franpers. One other question, and then I am through.
Did I hear some remark or have I seen a paragraph somewhere -in
this material to the effect that there were Atomic Energy appropri-
"ations coming in on top of anything here,

Mr. Lawron. Yes. Last week the President approved the pro-
gram of the Department of Defense and the Atomic Energy Com-
mission for an expansion of AEC facilities. The initial appropri-
ation will be large. "It is being worked out in detail now, but the
expenditures will be practically negligible in 1952, and in 1958 they
will not affect the expenditure totals that we have estimated here
to any appreciable extent certainly, because a great many of the.
materials and equipment that will be needed in the construction of
those will have to come out of other programs.

If they receive the priorities, and we are going to move ahead
with them, they will be competitive with programs that are in this
budget for materials, particularly those that are extremely scarce.
It would be competitive for nickel, copper, stainless steel, and in
that competition something else in here is going to have to give. For
thatl reason we don’t anticipate there will be a change in the over-all
total.

Senator Fraxpers. That is good news.

Mr. Chairman, I said I was through. I find I am not.

Representative Patman. Go right ahead.

Senator Fraxpers. I want to make one more suggestion, and that
is that the Congress tell the administration through the Bureau of

o
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the Budget how much money- we are going to raise and ask you to
keep within it. Do you have any comments on that proposal? .

Mr. Lawron. Well, are you referring to the Coudert resolution?
 Senator Fraxpers. I am referring to the Coudert resolution, but
it is a matter on which I have corresponded with some of my asso-
cciates before Mr. Coudert put it in; so that it was not a new idea
to me. It ties in in my mind with a conviction that on the broad
scale of our total effort we are putting too much into the military
end of it. We have military containment, economic containment,
and then my own specialty is moral containment, which doesn’t cost
much, but which counterbalances the psychological effort of the Rus-
sians where they have had their greatest success.

I think we had better use some brains in place of a few billions
of the money that we are spending. Maybe brains are the equivalent
of money. I am not sure, but it sometimes happens that way.

In: pursuing those thoughts—and I have expressed them often on
the floor of the Senate—in pursuing those thoughts the question was
how to get the military people to reduce their expenditures and the

“straight way seemed to be the Coudert way. That goes right to the
point; it i1s-unequivocal, it is direct, it is not devious, and what would
‘happen to your shop if those proposals were put into legislation?

Mr. Lawto~. I will be more unpopular than T am now. Actually,
‘that is a very broad delegation of authority that is in that Coudert
resolution, and it is so broad that it reminds me somewhat of Justica
‘Cardozo’s remark in the Schechter case when the NRA was wiped
-off the books—that it was a delegation running riot.

In this case the bill provides for a maximum of $54 billion of
mnew obligational outlay. If Congress provides more than that, the
Congress ought to cut some place else. But if it doesn’t, the President
should trim it. - :

Now, that seems to me a complete delegation of appropriating
power without any standard to guide it except one total.

Senator Fraxpers. Historically, however, it follows the pattern by
which parliaments and legislative bodies have been developed. The
power of the purse strengthened the Parliaments throughout the
whole course of English history. That was its weapon. You, sir,
are a valuable adjunct to the administrative set-up as a whole. The
establishment of your body represents an advance’in fiscal policy and
fiscal management, but I don’t think that the legislative body is to
be—it must be expected that we shall be interested in totals.

Mr. Lawron. I think, Senator, my real point is this: Unless you
wipe out the rest of the Government completely, if you are talking
of removing the $14 billion difference between the $85.4 billion of.
expenditures and the $71.0 billion of receipts, the bulk of any reduc-
tion in expenditures will have to come out of the military or the secu-
Tity programs.

I think that is a responsibility that must be shared by the elected
representatives of the people, because you are dealing with the ques-
tion of national security. I think to say, “Produce something that
you may not believe in and give it to us and let us enact that” is, if
you will, an avoidance of responsibility that Congress must assume.

Senator Franpers. That goes directly to my primary concern,
which is that of whether we cannot get the maximum degree of safety

°
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vis-i-vis the Soviet power by depending more heavily on certain other
things for which I think we have blind spots. :

But that is nothing ‘with which I want to take up your time or our
time this morning.

Mr. Lawron. T think in this particular area it is more peculiarly
a constitutional responsibility of Congress—the power to raise armies,
and so forth, common defense; it is directly in the Constitution as a
responsibility of Congress.

Last year, if you remember, the attempt was not to cut down the
military but there was some attempt made to up it $5 billion.

Senator Franpers. The thing that I think we need is what I hoped
to have had from Secretary Lovett, testimony which I possibly may
be able to hear, and it is to get some notion of the over-all plan or
strategy as it fits into—well, there is the military, the economic, and
the moral containment of Russia, and some satisfaction that the mili-
tary effort is not disproportionate to the possibilities of the others.
That is the thing, in brief.

Mr. Chairman, I am going to quit.

Representative Parsman. That is all right, Senator. You always
ask good, thought-provoking questions, the answers to which are
constructive. :

Mr. Lawton, I want to commend you-for making a very courageous:
answer. He crowded you into an answer, and you gave him one,
to the effect that you felt as though it would be an avoidance by
Congress of their responsibility to give you such authority as pro-
posed in this resolution. : .

I thoroughly agree with the Senator that something should be
done in that direction, and I just wonder if it wouldn’t be better to
have Congress accept the responsibility that it has and just refuse to
adjourn Congress until we had a balanced budget. Then Congress
itself could pass on the question. : :

Senator Fraxpers. That is what we do up in the State of Vermont.
The Legislature of the State of Vermont does not adjourn until it has
provided the funds for the appropriations it has made.

Representative Herter. We do the same thing in Massachusetts.

Senator Franpers. It is preferable provided you keep the appro-
priations down. :

Representative Patman. Wouldn’t you much prefer that to giving
some person the power to change the appropriations after Congress
left?

Senator Fraxpers. Can you change these after Congress leaves?

Representative Pataan. If I understand it right, the Bureau would
be required, in order to balance the budget, to take off one place, or off
some place else, and not spend as much money as Congress provided..
Am I correct about that? I haven’t read the Coudert resolution.

Representative Herrer. You would have to rescind

Mr. LawtoN. Put in reserve or-rescind.

Representative HerteEr. Suppose Congress itself ordered the cut-
down.

Mr. Lawron. I went through that once on a much smaller scale 2
years ago, and I had to take $550 million out of the budget.

Representative HerTER. I remember that.

Mr. LawTton. I found out that in practically every instance in some-
body’s opinion I was wrong.
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Representative Paratan. Would you like to ask any questions, Mr.
Herter?

Representative Herrer. I am still awfully puzzled as to the pro-
cedure Congress itself would adopt if it tried to cut $5 billion out
of the expenditures provided this year. Let’s say it comes out of the
military and foreign aid. You would have to go through item by item.
You probably would make new appropritaions for certain things,
while at the same time you would say on such-and-such appropriation
you have to slow down on your rate of delivery—string this thing out,
cut down one assembly line in those cases where you have four assem-

‘bly lines operating on a certain product, cut out one—make sure the
bills for this don’t come in to us until the next fiscal year.

How you would begin to operate on that from a legislative point
of view without getting into infinitely greater detail than you got into
in the original appropriation, I don’t know. :

Senator Fraxpers. Still would you not agree that it is within the
function of Congress to decide what appropriations the country can
safely stand on the long pull ¢ :

Representative Herter. It has nothing to do with. the appropria-
tions. They have already been made. .

Senator Franpers. Wait a minute, let’s come back to this never-
theless. The Congress says that we can’t raise more than this amount
of money safely for the economy and the well-being of the people of
the country. It is our judgment that not more than this amount of

. money annually should be raised. Itsaysthat.
" Now, how is the Congress going to implement that if it believes that
and says it? ' .

Representative HerTer. That is my point. It is a very complicated
procedure. :

Senator FLanpers. Supposing that the Congress should decide that
that was the case; it is the duty of the Congress in some way to imple-
ment its decision. o

Representative HerTer. That is right.

' Representative Pataan. Either reduce the appropriations or in-
crease the revenue. ‘ .

Senator FLANDERS. Yes. _

Representative Parman. How do youdo it in Vermont ? :

Senator Fraxpers. Out of the appropriations made in this budget,
the new obligational authority in the budget for the Department of
Defense, about $20 billion will be spent out of that new authority and
about $30 billion out of prior years’ authorities. So it is 40 percent

_of the defense spending in 1953 that will be out of appropriations
made for 1953. :

Representative HErreER. You have an extraordinary—you say you
have $74 billion carry-over?

Mr. LawTon. $72 billion for all agencies. \

Representative Herrer. Only 30 of that will be expended in 1953.
What was appropriated last year will carry on and on?

Mr. Lawron. I say that out of the new authorizations you will
spend for the Defense Department about $20 billion plus $30 billion
out of the carry-over—that comes out of the $60 billion carry-over
for the Defense Department.

Representative Herter. That is a carry-over of $74 billion.
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. Mr. Staars. If the Congress appropriated the entire amount re-
- quested by the President for the Defense Department for fiscal 1953,
that amount plus the carry-over from prior years’ appropriations
- would be $112.1 billion. In that year we estimate roughly $50 billion
expenditures. - :
our point, as I understand it, is: How do you control that $50
billion ¢

Representative HerTeEr. Yes. Congress has nothing to say about it.

Mr. Staats. I don’t know whether this is what you have in mind.

Representative Herter. If we give you the new appropriations—

Mr. Staars. Pardon me. I don’t know whether this 1s exactly the
idea you had in mind, but Congress did, I think, 2 years ago put into
legislation an expenditure control on the Atomic Energy Commission.
. There are problems involved in that, but that is a possibility of ex-

enditure limitations or expenditure rate limitations authorized by
aw.

Representative Herrer. They ought to be put in at the time the
appropriation is made, because how do the armed services know, how
-does anybody know what limitation is going to be put on? They go
ahead in good faith and let a contract, and presumably here is the
money to spend as fast as they want to. o

Mr. Lawton. I think you have a law on the books that provides for
-that ; the Legislative Reorganization Act has something of that nature
-1n it. :

Representative Herter. The moment an appropriation is made to a
Government department, the Government department is at liberty to
_spend it as fast as it knows how. There has Eeen an element of haste
in this whole thing. Presumably they know at the time they ask for
that money that they can’t spend it all at once.

Mr. Lawroxn. I think it has been made perfectly clear in requesting
those funds that they were not for expenditure in the current year.

Representative HERTER. When you say that the only limiting factor
‘in this is the allocation of materials, the allocation of materials is
an absolutely arbitrary factor in which you can cut down civilian pro-
duction of automobiles, for ex